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CHAPTER I 


INTRODUCTORY 

Appointment of the Commission and its Officers 

This Commission of Inquiry was appointed by the Central Government 
under notification S.R.O. No. 2993 of the Ministry of Finance (Department 
of Economic Affairs) on the 11th December, 1956 under the Commission 
of Inquiry Act (No. LX) of 1952 to inquire into and report on the 
administration of nine Companies, the nature and extent of the control 
direct and indirect exercised over slich companies and firms or any of them 
by Ramktishna Dalmia, Jaidayal Dalmia, Shanti Prasad Jain, Sfariyans 
Prasad Jain, their relatives, employees and persons concerned with them and 
other matters mentioned in clause 1 of the notification. 

The names of the nine Companies are as follows : 

1. Dalmia Jain Airways Ltd. 

2. Dalmia Jain Aviation Ltd. 

(now known as Asia Udyog Ltd.) 

3. Lahore Electric Supply Company Ltd. 

(now known as South Asia Industries Ltd.) 

4. Shapurji Broacha Mills Ltd. 

5. Madhowji Dharamsi Manufacturing Company Ltd. 

6. AJlenberry & Co. Ltd. 

7. Bharat Union Agencies Ltd. 

8. Dalmia Cement and Paper Marketing Co. Ltd. 

(now known as Delhi Glass Works Ltd.) 

9. Vastra Vyavasaya Ltd. 

The Commission was also empowered to add other Companies under 
clause 1(2) of the notification. The name of the company added and included 
in this inquiry by the Commission by its order dated 14th November, 1958 
is Dalmia Dadri Cement Limited, 

The Commission when appointed on 11-12-1956 consisted of the 
following persons : — 

Shri Justice S. R. Tendolkar, Judge of the 

High Court .at Bombay Chairman. 

Shri N. R. Mody of Messrs A. F. Ferguson 

& Co,, Chartered Accountants Member. 

Shri S. C. Chaudhuri, Commissioner of Income Tax Member. 

A copy of the notification is appended as Appendix A. On account of 
ill-health Justice Tendolkar resigned on 19-12-1957 and his resignation was 
accepted by the Government in the early part of January, 1958. He died on 
27th March, 1958. 



XT Chairman was appointed on 28-8-1958 under notification 

iso. 178J 01 that date issued by the Ministry of Commeree and Industry 
(Department of Company Law Administration) but he was not able to take 
over effective charge till 18th September, 1958 beeause of another enquiry 
on \vhich he was then engaged. 

Shri V. R. Sen, a retired judge of the Madhya Pradesh High Court, was 
appointed a member of the Commission by the Central Government under 
notification S.R.O. 2713. He joined the Commission on 1st November, 1960. 


The services of Shri N. K, Pefigara of Messrs MuIIa & MuUa and Craigie, 
Hlunt and Caroc, Solicitors and Notaries of Bombay were placed at the 
disposal of the Commission to assist in its work as a Solicitor. 

The services of Shri R. M. Bhandari of the Department of Company Law 
Administration and of Shri P. L. Mukerjea, Assistant Commissioner of the 
Income Tax Department, Central Board of Revenue^ were also placed full 
time at the disposal of the Commission. 


Tlie first Sccrctar}' of the Commission was Shri S. N. Lahiri. He resigned 
' on 4-5-1957. The next Secretary was Shri P. S. Nadkami. He assumed 
charcc on 4-5-1957 as Secretary in addition to his ov\n duties as Deputy 
Secretary', Ministry of Finance (Department of Economic Affairs). 


Shri Nadkami worked as Secretary till 9-8-1958. Sbn Bhandan took 
charcc from Shri Nadkami on 9-8-1958 and was appomted Secretary on 
1-10-1958. He left the Commission on 17th March, 1960 and. was succeeded 

by Shri P. L. Mukerjea. 



CHAPTER II 


THE FORMAT OF THE REPORT 

In view of the wide ground that we have had to cover in the inquiry) 
we have deemed it advisable to divide the report into a number of volumes. 

The first volume gives a history of the Commission and a general survey 
of our task. At the end of this volume we will summarise our conclusions 
and apportion the responsibility for various acts in general terms. 

The second volume deals with the Dalmia Jain Group and the issue of a 
dissolution of the Group on 31-5-1948 that Shanti Prasad Jain and 
J. Dalmia pleaded. 

The remaining volumes deal with the various companies. We have 
grouped some of them together. Volumes III and IV deal with Allcnberry, 
D. J. Airways and D. J, Aviation. Wc have considered them together and 
have divided the matters relating to them into three periods : (1) the pre- 
Joint Venture period; (2) the Joint Venture period; and (3) the Post-Joint 
Venture period. 

The first two periods concern Allenberry and D. J. Airways. They are 
dealt with in Volume III. The pre-Joint Venture period is in Part 1 of this 
volume and the Joint Venture period in Part 2. 

Volume IV covers the Post-Joint Venture period and brings in D. J. 
Aviation in addition to Allenberry and D. J. Airways. This volume is split 
up into five parts. Part 1 deals with certain frauds in the Disposal VeWcIes 
and Stores sections of Allenberry, and Part 2 with frauds in the Drum and 
Pipe Line sections of Allenberry’s business; Part 3 covers D. J. Aviarion; 
Part 4 deals with certain inter-company investments and transfers of tnc 
funds and shares of D. J. Airways; and Part 5 with the liquidation of D. J. 
Airways and the destruction of its books. 

D.C.P.M. has a volume to itself — ^Volume V. In many ways it is a key 
company because it was used as a clearing house for all the scheduled 
companies and many others. The funds of these companies and some of the 
personal funds of the members of the D. J. Group passed through its books. 
It also acted as a screen for many of the frauds. Several of the malpractices 
that we have discovered could not have been brought about in the way they 
were without D.C.P.M. there to screen and hide the real nature of the 
transaction. 

The S.S.B. Mills, the M.D.M. Co., B.U.A. Ltd. and V. V. Ltd., are 
examined in Volume VH; while Volume VIII covers L.E.S. Co. and D.D.C. 




CHAPTER III 


PROCEDURE 

Every Commission of Inquiry feels difficulty on me score of procedure. 
That is so even in England. ■ Unfortunately tliat is inevitable because 
Commissions are so varied in their scope, personnel and purposes that it 
would be impracticable to prescribe a rigid procedure for all. 

Under Section 12 of the Commissions of Inquiry Act the appropriate 
Government may by Notification in the Official Gazette make rules to carry 
out the purposes of the Act. When this Co mmi ssion was appointed no 
rules of procedure had been framed by the Central Government. The only 
Rules which had been framed under Section 12‘ of the Act and were in 
force in December 1956 related to the appointment and functions of asses- 
sors and to service of summons. 

On 7th May, 1960 the Central Government made and published rules 
called the Central Commissions of Inquiry (Procedure) Rules 1960. 

As there were no rules of procedure before 7-5-1960 the Commission 
framed certain rules to regulate its procedure. The power of the Commis- 
sion to frame rules of procedure is derived from Section 8 of the Act which 
is in the following terms : — 

“Procedure to be followed by the Commission — ^The Commission 
shall subject to any rules that may be made in this behalf, have 
power to regulate its own procedure (including the fixing of 
places and times of its sittings and deciding whether to sit in 
public or private) and may act notwithstanding the temporary 
absence of any member or the existence of a vacancy among its 
members.” 

In framing rules to govern proceedings before it, the Commission took 
into consideration the fact that it had a double duty to discharge. It had 
to collect material and information which would be relevant for purpose of 
the inquiry. It had also to reach conclusions on material that might be 
placed by persons interested in the inquiry and by Government. It had to 
combine the function of both investigation and adjudication. This dual 
aspect of our task was endorsed by the Supreme Court in CA No. 455 of 
1957 Ramkrishna Dalmia versus Shri Justice S. R. Tendolkar and others. 
There was a public hearing of the Commission on 30th September, 1958 
to settle the procedure of the Commission. Counsel were heard and tliere- 
after rules were dra^vn up by the Commission. In its Order dated 1st 
October, 1958 the Commission has stated at length its reasons for the rules 
and procedure formulated by it. These rules are the essence of the rules 
of fair play or what is in more technical terms called “natural justice”. 

The services of officers were placed at our disposal and one of our duties 
was to direct their work and make an investigation with their assistance. 

5 
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Until that was done it was not possible to decide whether there was material 
to justify even prima facie adverse conclusions against the companies and 
the individuals whose conduct we were directed to investigate and report 
upon. .This meant careful sifting of trunk load of records consisting of 
papers, reports and accounts. It was a stupendous task as no assistance was 
forthcoming from persons and companies who maintained these records. 

We may point out that the Special Police Establishment in response to 
our notice produced records seized by it during a search. Documents were 
produced in some cases by persons and companies to whom notices were 
.issued under Section 4(b) of the Act. 

The affairs of the companies which had to be investigated covered a 
large number of years. The terms of reference set out nT the notification 
appointing the Commission covered a wide field. They had the effect of 
converting our inquiry in effect into a series of separate trials; 

The terms of reference required the Commission to investigate into the 
affairs of 9 Companies set out in the Schedule to the Notification and alsa 
required up to add such other companies and firms : 

(1) “connected with the companies referred to in the schedule”, and 

(2) whose affairs ought to be investigated and inquired into; 

(3) “In connection with or arising out of the inquiry into the affairs 
of the scheduled companies.” 

This enabling clause is not as wide as it appears because of the qualifica- 
tions with wMch it is hedged. In the end we were able to add one company 
to the scheduled companies. But it gave us considerable anxiety and added 
to our task of investigation. 

Exercise of Statutory Powers by the Commission 

The Commissions of Inquiry . Act has vested the Commission with 
drastic powers such as search and seizure of documents. We were reluctant 
to use tliem and did the barest minimum consistent with our duty to put 
any person to inconvenience or embarrassment. To that' end, we first 
inwted persons who had any knowledge of the matters into which we were 
directed to inquire either to send us the information voluntarily or to allow 
one of our officers to record their statements. But this did not work. So 
we next used our powers under Section 5(2) of the Act and directed a large 
number of persons to answer a series of our questions in order not to put 
them to the inconvenience of having to attend as witnesses and be examined 
on oath; also, when we wanted a document we afforded them an opportunity 
under Section 4(b) of sending it to us without compelling them to appear 
in person.. We issued 380 notices under these two Sections. 

The response here was better. But still we ran into considerable evasion 
and what we may call “non-cooperation”. That left us with no alternative 
but to summon a number of persons as wtnesses and require them to testify 
before us on oath. We examined 10 persons as witnesses during the stage 
of investigation before issuing statement of matters. 

Search.— We were veiy reluctantly" cotnpelled to exercise our powers of 
seizure in one easel ’ This was on 17th March, 1960. The fact that we waited 
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till that date though we had been issuing notices and reminders from 1957 
onwards is an indication of our restraint. 

Public Hearings 

The question of public hearings was given careful consideration. After 
much thought we decided that it would be proper to hold the second stage 
of our inquiry (the one that we have called, for want of a better word, 
the trial stage) in public. We reached this decision because of the precedents 
in India, En^and and the United States of America; and also on grounds 
of public policy. 

This raised another problem. It is usual to conduct the first, or investi- 
gation stage of this kind of inquiry in private. But evidence is not necessarily 
recorded on oath at that stage. The more usual rule is either to accept a 
statement in writing from a person conversant with the facts or to have it 
recorded, not on oath by some one attached to the Commission. A selection 
is then made and then only a few are summoned to depose at the second 
stage. 

But this presupposes that persons will volunteer information and either 
send statements in writing or be willing to have them recorded by an officer 
of the Commission. The system becomes unworkable when a person is not 
prepared to come forward voluntarily and has to be summoned as a witness 
and be examined on oath. We, diercforc, had to choose between two 
methods of procedure in the case of this kind of witness. We had no power 
to delegate the authority to compel attendance and to conduct the examina- 
tion of vdtnesses. So we were compelled to do this as a Commission. We, 
therefore, had either to examine a witness on oath in private and use his 
evidence at the second stage without a public examination after giving 
opportunity for his cross-examination or to recall the witness and examine 
him afresh on oath in public. We decided against private examination for 
several reasons. 

In the first place examination of a witness on oath can be done by the 
Commission alone and no one else. Therefore, the time of the Commission 
would have been wasted in re-recording in public what had already been 
said on oath in private. 

Secondly, calling a witness twice merely to have him repeat on oath what 
he had already stated on oath seemed unnecessary, especially as it was our 
constant endeavour not to subject any person with whom we had to deal 
to more than the minimum of inconvenience. 

Iliirdly, Ramkrishna Dalmia, J. Dalmia and Shanti Prasad Jain objected 
to examination on oath in private. Wc considered the request fair and so 
conceded it. But that at once destroyed the private nature of the questioning 
and made the examination analogous to that of a public trial, a part of which 
is held in camera. Now of course, all courts have a discretion to hear a 
part of the evidence in camera or even the whole of it. But the discretion 
has to be exercised judicially and a trial proceeds in camera only for very 
special reasons. As there were no special reasons here, and as our basic 
policy was to hold the second stage of the inquiry in public, wc decided that 
every examination on oath should be in public and that, as far as possible, 
there should be only one examination except in so far as a witness was 
wanted for cross-examination or further cross-examination. 
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Had we received proper co-operation from the beeinnine insteari nf 
rep^t^ obstruction the public examinatioa of witnessef at thefet staee 
might have been avoid^, and the inquiry could have proceeded in a norma] 
^ay. But m view of the very evident determination to thwart and obstruct 

patient but obvioSly 
and do ^thing and allow interested persons to 
nout and defy the authority of the Commission, 

The Commssion,- however, throughout tlie investigation and inquin' was 
scruimlously fair and applied the rales of natural justice. After we had 
marshalled our facts, we drew up a definite set of what may be termed 
accusations or ‘charges’ and went out of our way . to furnish the fullest 
particulars that we could much more detailed and informative than is usual 
;in a Court of Law. . We afforded those that were likely to be affected in a 
major way the fullest opportunity of meeting these ‘charges’ and either 
explaining them or refuting them. We allowed these persons to be repre- 
sented by Counsel, allowed them to cross-examine witnesses and to put in 
•written statements. 'We also allowed them to call witnesses in their own 
defence and heard their arguments. 


We may add here that we refrained from calhng them ‘charges’ because 
of the susceptibilities of those to whom they were addressed. We were 
asked’ not to use that word; so we resorted to the clumsy formula, “State- 
ments of Matters that require elucidation or reply”, which in turn was 
compressed to “Statements of Matters”. 

Statements of Matters were issued by the Commission on the following 
dates to seventy persons and companies concerned with the inquiry : — 


Name of the Company 


Statement of 
Matters issued 
.. on 


Allenberry & Co. Ltd, 

D. J. Airways Ltd 

D. J. Aviation Ltd - - . 

S, S, B. Mills Ltd. - . , . . . . ' 

M. D. M. Co. Ltd. .. 

D. D. C. Ltd. .. •- 

V. V.Ltd. 

D. C. P. M. Co. Ltd. .. .. 

L.E.S.C.O • . 

B. U. A. Ltd. • 

Allenberry & Co. (Drum & Pipe Section) 
Group Statement . . . . •• 


11-12-1959 

11-12-1959 

11-12-1959 

1-2-1960 

1-2-1960 

i-2-1960 

1-2-1960 

8-4-1960 

28-5-1960 

28-5-1960 

28-5-1960 

28-5-1960 


Two months time was given for filing the written statements but that 
was extended at the request of the applicants. 

At this stage we may refer to the submissions made by Shri Misra on 
5th December^ 1960 with reference to the rules framed by the Central 
Government on 7th May, 1960 and published on 14th May, I960. A^rding 
to hiS the rules made a radical and important departure which wou d 
require revision of our procedures and he said that 
affect the matter of the written statements &at 

rejected the submissions and we have given fuU reasons m our Order, daten 
8th December, 1960. 
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It may also be pointed out that the procedure formulated by the Com- 
mission in the Orders, dated 1st October, 1958 and 8th April, 1959 was 
challenged in a writ petition by AUenberiy and R. Dalmia. The challenge 
failed. The learned judges observed — 

“The Commission has pointed out in its orders which are impugned 
that it will follow the procedure which is fair to every one and 
which will conform to be rules of natural justice. The petitioners 
should be more than satisfied that the Commission proposes to 
follow such a procedure.” 

The last written statement was that of Shanti Prasad Jain in the Group 
Statement of Matters. This was filed on 25th April, 1961. V. H. Dalmia’s 
statement was filed on 3rd February, 1961 after the expiry of the time. 
We have, however, taken these on record. 

The Commission, after consideration of the Statements of Matters and 
written statements, drew up a large number of ‘Issues’ and announced them 
on 9th August, 1961 at a public hearing. 

Issues ; Certain objections were raised to the ‘Issues’. Arguments were 
heard and in some cases we amended the issues. We do not propose to 
record our findings against each issue. These issues were framed with the 
object of pin-pointing the disputed matters of fact. In arriving at our con- 
clusions, we have taken into consideration these issues along with our 
statements of matters and written statements. 

Production oj evidence and the Central Government : Rule 3 of the 
Rules framed on 7th May, 1960, by the Central Government requires the 
Commission to give opportunity to the Central Government to produce 
evidence. In our Order, dated 8th December, 1960, we held — 

“Rule 3(a) is confined to those who have filed statements and the 
opening sentences of Rule 3 are clear that the Central Government 
may adduce its evidence first. In our opinion that means that the 
Central Government is entitled to adduce evidence even if it has 
not filed a statement under Rule 2.” 

A notice was issued to the Central Government by the Commission in 
terms of Rule 3. The Central Government informed us that h has no 
evidence to tender. 

Witnesses ; Ten witnesses were examined during the investigation stage, 
and one witness was examined by the Commission on 29-9-61 after the 
issues were framed. 

Tiiereafter witnesses were examined on behalf of J. Dalmia and Shanti 
Prasad Jain. J. Dalmia examined 11 witnesses and Shanti Prasad Jain 
29 witnesses. The examination of witnesses was concluded on 20-3-1962. 

Arguments ; Arguments were heard on the issues relating to the dissolu- 
tion at Bombay from 26th February to 6th March, 1962. Arguments on 
all other points were heard between 20th March till 19th April, 1962. 

Article 20(3): There have been frequent references to this Article in 
the proceedings before us and the courts. This was first raised by R. Dalmia, 
J. Dalmia, Shanti Prasad Jain, Shriyans Prasad and Shital Prasad in their 
writ petitions. The objection based on Art. 20(3) is repeated in several 
written statements. 
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The Commission in its Order, dated 8-4-1959, held that Art. 20(3) 
cannot be invoked by any witness who appears before us. On this point, 
the Punjab High Court, in its decision referred to earlier, held— 

“Article 20(3) can be evoked in the proceedings before the Com- 
mission by witnesses who appear before it if and when the occasion 
arises. As that occasion has not been shown to have arisen so far 
as the present petitioners are concerned, no order or direction is 
. necessary at this stage in this behalf.” 

The Union of India filed an appeal against the decision of the High 
Court in respect of Art. 20(3). The appeal is pending. * 

But no occasion arose for refusing the protection of Article 20(3) to 
any witness before the decision of the Punjab High Court, - and after that 
decision of course the decision of the Court was accepted and followed. So 
no prejudice has been caused to any person on this account. 

Re^strar 

We have commented on the conduct of N. D. Bhafia, the Accounts 
Officer, Regional Director’s Office, Madras. Rule 9 of the Commissions of 
Inquiry (Procedure) Rules, 1960 were not in force when we drew up our 
Statement of Matters on 11-12-1959 in respect of the affairs of D. J. Airways. 
We brought his conduct to the notice of the Government. The Government 
informed" us that disciplinary' action had been taken against Bhatia. It was 
not necessary, therefore, to issue a fresh notice to him in terms of Rule 4. 



CHAPTER IV 


ITvIPEDED PROGRESS— AND REASONS THEREFOR 

The affairs of the scheduled companies called for an investigation into 
their affairs for a period of over 10 years commencing from the year 1945. 
The records of all the companies would have been of great help to tlic 
'Commission. Unfortunately in the case of the following important com- 
panies, Dalmia Jain Airways, M.D.M., S.S.B., D.C.P.M, and V.V. Limited, 
they were not available. Nor were the Joint Venture Books of Allenbeny' 
produced. The plea was that they were at Dacca. Uie others were des- 
troyed deliberately by the persons in control in order to thwart any enquiry. 
Persons who could have explained matters on account of their intimate 
association deliberately withheld all relevant information. 

R. Dalmia did not reply to any of the Statements of Matters. Nor did 
he jnoduce evidence. He justifies his refusal on the ground that the Com- 
mission has no power to ask him to file a written statement. 

Others, of whom some held responsible positions, did not reply to the 
written statement. They are : 

Shital Prasad Jain 
P. S. Patke 
■G. Ramchandran 
J. P, Jain 
N. C. Roy 

Raraeshwar Prasad Bajoria 
Shyamlal Aggarwal 

There are others who have filed written statements but did not submit 
■•any reply on the merits. They are : 

S. N. Dudanl 
S. K. Sanghi 

'S. S. L. Chordia 
R. L. Chordia 
V. S. Chordia 
H. L. Chokhani 
G. L, Chokhani 
M. L, Sodhani 

'Our progress has not been as swift as we would have liked. There have 
been repeated petitions before the High Courts and appeals before tlic 
■Supreme Court and also applications before the Commission. For some 
time our proceedings were stayed altogether. On other occasions wc felt 
that it would be undesirable to proceed in certain ways, as -the matter was 
sub judice, even though there was no order of stay. 

11 
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On 10th Janua^ 1957, the Commission decided to issue notices to the 
p^sons named in fte notification and certain other persons and companies 
Notices were accordmgly issued on 15-1-57 stating thit a preliminary mS 
of the Conmission will be held on 28-1-57. On the sLie da^a noSf 
was wsiied to ±e Special Police Establishment to produce the records seized 
by the Pohce in November 1953 during a search. 


^ Seenmi, Counsel for Shanti Prasad Jain and Jaidayal 

Dalima informed the Commission that his clients and other parties wanted 
to take proceedings in the High Court challenging the appointment of the 
Commission and the validity of the notification and that they would do so 
before i5th February, 1957. .The. Commission decided that it would not 
proceed vith the inquiry till the final disposal of the proceedings if a rule 
Nisi was issued by the Court. 

On 15-2-57 toee petitions were filed in the Bombay High Court chal- 
lenging the appointment of the Commission on various grounds. In one 
the petitioner was Ramkrishna Dalmia, in the second the petitioners were 
Shriyans Prasad Jain and Shanti Prasad Jain and in the third the petitioners 
Were Jaidayal Dalmia and Shanti Prasad Jain. These persons are mentioned 
in the notification. 

The court delivered judgment on 29th April, 1957. The challenge 
to the notification failed except to the extent that the words “the action 
which in the opinion of the ^mmission should .be taken as and by way 
of securing redress or punishment to act as a preventive in future cases” in 
the last part of Clause 10 were held to be u/fra vires of the Act. On 10-5-57 
leave to appeal was granted by the Hi^ Court. Thereafter appeals were 
filed by Ramkrishna Dalmia, the remaining petitioners and by the Union of 
India 


On 22-5-57 the Supreme Court issued an order staying proceedings of 
the Commission for obtaining fresh . information or documents from the . 
parties. 


On 28th March, 1958 the Supreme Court delivered its judgment It 
modified, the decision of the Bombay High Court. It held that only the 
words ''as and by way of securing^ redress or punishment" in the last part 
of the clause 1(10) were ultra vires. 


Clause 1(10) has to be read as follows as a result of the judgment of 
the Supreme Court. 

“Any irregularities, frauds or breaches of truth or action in disregard 
of honest commercial practices or contravention of any law (except contra- 
ventions in respect of which criminal proceedings are pending in a Court 
of Law) in respect of the companies and firms whose affairs are investigated 
by the Commission wbich may come to the knowledge of the Commission 
and the action which in the opinion of the Commission should be taken. 


After a few public hearings at which witnesses were examined and crc«s- 
examined another writ petition wms filed on 25-6-59 in the Funjab Hi^ 
Court by 'R. Dalmia and Ahenberry & Co. agamst the order, dated 8-4-59 
of the Commission. An appheation for stay was filed on 26-6-59 • At 
the time of hearing Shri Petigara stated that the Commission would not hold 
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public bearings on the date from 2-7-59 to 9-7-59 already fixed. In view 
of the pendency of the proceedings before the Court questioning the proce- 
dure of the Commission no pubfic hearings were fixed till the disposal of 
the Writ Petition. 

The petition was decided on 8-10-59. It was dismissed. The Court 
however held that the parties were entitled to invoke the benefit of Article 
20(3) of the Constitution. 

The petitioners filed an application for leave to appeal to the Supreme 
Court on 25-10-59 with a prayer for ad interim exparte stay of proceedings 
before the Commission. The Court granted leave on 24-11-59. It allowed 
the petitioners two weeks to apply to the Supreme Court for stay of pro- 
ceedings and directed the Commission not to examine any witness on oath 
during this period. ■ 

The application for stay to the Supreme Court v/as made on 9-12-59 
and dismissed on 5-1-60. 

The petitioners withdrew tlicir appeals on 3-10-60. The appeal of the 
Union of India in respect of the decision of the Punjab High Court regarding 
Art. 20(3) of the Constitution is still pending. The effect of the proceedings 
in the courts was that the pace of progress fcfore Commission was retarded 
for about 22 months, and 15 days as will appear from the following dates ; 

(/) 2i- months between 15-2-57 to 29-4-57 

(n) 16 months between 22-5-57 to 18-9-58 

(Hi) months between 26-6-57 to 8-10-59 

(iv) 15 days from 24-11-59 to 8-12-59 

We will make a brief reference to tlie subsequent proceedings in court. 
Numerous applications were made to the Commission by R. Dalraia and 
some others between 11-4-60 and 4-6-60 raising various objections. These 
were dismissed. The order of the Commission was passed on 16-6-60. 
On 24-8-60 R. Dalmia, R. P. Gurha and S. K. Sanghi filed writ petitions 
in the Punjab High Court against our order, dated 16-6-60. 

These petitions were dismissed on 6-3-62. The petition for leave was 
dismissed on 25-4-62 after hearing the parties. 

During the pendency of these petitions, a second writ petition was filed 
by R. Dalmia on 12-2-62. These were also dismissed on 23-5-62. Tlic 
Petition for leave was also dismissed. 

A petition for special leave to the Supreme Court has been filed by 
R. Dalmia and will be heard sometime in July 1962. In this petition there 
is a prayer for ad interim exparte stay. Each time the writ petitions came up 
for hearing before the Court, a detailed brief had to be prepared (by the 
Secretary) and the Company Law Department had to be placed in full 
possession of the facts in order to enable the Government to prepare full 
affidavits in reply that the procedure of the Court requires. 

The attitude of the Commission was that it would not file affidavits but 
would abide by the decision of the Court. In all the \yrit petitions, the 
Union of India was a party and contested the petitions. 
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■applications and- a Sew'S hearing in hearing 

•the nature of these objectiohs. ^ 

(a) The constitution of the Commission, 

ilmavi Dalmia Jain 

Airways Allenberry rmd certain other scheduled companies in 

i?r court ^ proceedings were said to be pending 

(c) Lack of jurisdiction to inquire into matters subsequent to 
1 1-1 /-JO, the date on which the Commission was appointed. 

(d) Lack of jurisdiction to inquire' into matters before 14-8-52 the 
date on which the Commissions of Inquiry Act came into force. 

(e) Lack of jurisdiction to inquire into quesdons relating to evasion 
of Income-tax. 

(/) Procedure of the Commission ; The Commission had no power 
to call upon the applicants to file written statements. 

Similar objections are contained in the written statements of Shanti Prasad 
Jain including the reply to the Group Statement field on 25-4-61. 


Each separate objection had to be heard and a full order had to be 
made in view of the intention of the applicants in many cases to take the 
matter to court. Each order had to be full and “spealang”. so that courts 
would be in possession of the facts and the reasons for our action. 

In view of tire large numbers, of applications, the Commission in its 
order, dated 1 6-6-60 observed “We have been flooded with a spate of applicar 
tions and petitions, . We have counted the number from 4-4-59 and find 
that there are no fewer than 29 of which R, Dalmia has filed 13. There 
- are earlier petitions also but we have not counted those before 4-4r59. This 
deluge of applications has .grown on great that it will now be necessary to 
number the petitions starting from tlie earliest. The ofiice will do &at. 
These observations appear to have had little effect on the persons concerned. 


On 28-7-61 the Commission issued notices to the effect that issues 
would be announced on 9-8-61. Immediately after receipt of the notices, 
R. Dalmia, S. K. Sanghi and R. P. Gurha made a number of applications 
-raising various objections to the validity of the notice, to the proposed 
meeting of the Commission and the announcement of the issues. Sunilar 
objections were made by Bharat Union Agencies and D. A. Patel in their 
letters, dated 5-8-61 to the Commission. These were dismissed on 9-8-61. 
Tlie inayer for stay for proceedings was rejected. 


More petitions were filed thereafter by R. Dalmia, y^len Berry & Co., 
Bharat Union Agencies containing several objections. 

Counsel was heard in support of these petitions. The objections were 
-over-ruled. 


Persistent efforts were made by R*. Dalmia and persons md companies 
Tinder his control and influence to obtain an order for stay both from the 
■Commission and the Courts. On 3-2-1962, an application was filed on 
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-behalf of R. Dalraia by his counsel — M. Alan Davies Q.C., for postponement 
■of arguments and presentation and preparation of our report. After hearing 
-counsel the application was dismissed. The latest attempt to obtain stay 
was towards end of May 1962 when the application for special leave 
•to file an appeal before the Supreme Court came up for hearing. 

The object of R. Dalmia and the other applicants was clearly to obstruct 
;and delay the work of the Commission in the hope that in the end the 
-enquiiy' would be abandoned. 

At the stage of evidence Shanti Prasad Jain made applications for sum- 
moning a large number of witnesses and for production of documents. 
These applications were disposed of by orders, dated 9'12'61 and 28-12-61. 
During his evidence Shanti Prasad Jain filed a long application objecting 
to Shri Petigara cross-examining him. The total number of applications 
heard by us in 99. Their hearing and disposal involved considerable time 
•of the Commission. No other Commission of Inquiry has had to meet so 
many legal objections and overcome impediments calculated to defeat the 
inquiry. 

The objections taken in the writ petitions to the validity of the Com- 
mission included objections to the appointment of the Chairman and each 
■one of the members. They were all dismissed. We give below the relevant 
extracts from the order of the Punjab High Court on a few of the objections. 

Vivian Bose Chairman 

“In my opinion there is no doubt that nomination as Chairman implies 
nomination as a Member at the same time, since Section 3(2) only con- 
templates that appointment of a member as Chairman. 

I do not consider that this is the natural meaning of the relevant part 
of the Section, which in my opinion, is merely intended to validate ^o- 
ceedings held in the absence of all the members of the Commission whether 
by reason of temporary absence of a Member or by the disappearance of 
the Member — that the implication is that a vacancy is intended to be filled.’’ 

V.R. Sen ; Member 

“I am not prepared to hold that the appointment of Shri V. R. Sen 

is illegal I have no doubt whatever that by the time the Commission 

is in a position to draw up its final report Mr. Sen will clearly have had 
sufficient opportunity to familiarise himself with the matters in issue.” 

N.R. Mod}': Memlicr 

“The appointment of Mr, Mody as a Member of the Commission 

was quite clearly and definitely a matter which could and ought to have 
been made a ground of challenge when the writ petitions were filed in 

Bombay in 1957 The allegations made in I960 with the object of 

disqualifying Mr. Mody as a member of the Commission have not been 
levelled bom fide but are merely part of a protracted campaign for preventing 
the Commission for completing its task.” 

N.K. Petigara ; Solicitor to Corftraission 

“I consider the Government was fully entitled to appoint PeUgaVa as 
the Solicitor to the Commission and indeed I consider that all the hours 




and months put in by Mr. Petigara from 1953 onwards would have been 
utterly wasted if any other gentleman who had to familiarise himself with 
the ranufications of . the affairs of the companies from the start had been 
appointed to assist the Commission. : 

After all the members of the' Commission include two officers of wde 
judicial experience in the form of an ex-judge of the Supreme Court and an 
ex-judge of a High Court as well as a Chartered Accountant of Wgh standing 
and a Commissioner of Income-tax ...... I do not entertain any fears 

of their being unduly influenced by the Solicitor to the Commission and I 
do not consider that there is any substantial basis for such fears on behalf 
of the petitioners. 

Be that as it may the contents of this letter (letter of Petigara to 
P; S*. Kasbakar, dated 10-9-54) so far as they go do not in any way support: 
the charge of malo fides but rather go against such a suggestion. 


Genwal objections 

. “Obviously events which happened before August 1952^ may 
nnrtpr nf Pitblic interest today and m my opinion there is nothin^ wn 

from sluing up a Commission to enqmro 

into such matters. _ 

The enauirv so far as it is concerned with matters 
rcpOTt register^ in 1953 is not debarred by the provisions of Clause 

the Notification. 

Statemeot of Matters not Sef 

evasion of mcomc-tax “^^^o^s^iivolving Income-tax may W 

mention that the Income-tax affairs of the 

in course of enquuy only ^ ^ financial manipulations-. 

Pptirinners are irivolved m the general nnanudi m f 

I thus do f TSav^ntion ^oT ffil 

has been presented amounts in itse 
of 20(3) of the Constitution. , _ 

.tii^Std ^ " 


DDg suspicion that they ( a.voiding any objection 

>“" r" “P “■?Xurvlc^°wo"a|pfeable,in the case of R. Dalmta 


I have a 


regarding res judicato 
himself. • »„rTP in hold that the appoint- 

I do not consider that ifis of the Provisions of Section 5 

meat of the Commission is ^^4 ,£ the ConstituUon. . 
of Criminal Procedure Code 

•Petitions dismissed wth costs. 



CHAPTER V 


LEGAL OBJECTIONS 

We will deal very briefly here with a few of the many legal objections 
that were raised in the course of the inquiry. All, except the three that 
“we will deal with here, were dealt with by us in numerous orders of a 
speaking nature. As nearly all those objections were carried to the courts 
in a long series of writ petitions we will not enumerate them here. Our 
orders wiU be found among the records that will be handed over to Govern- 
ment; and the decisions of the courts are public property. But the three 
objections that we intend to touch on here relate to the subject-matter of 
our report and as they are general in their character and will affect several 
of the companies before us we will deal with them very briefly in this 
volume. 

The D. J. Group 

It was contented that we had no jurisdiction to inquire either into the 
activities of the D. J. Group as a group or of its members as individuals. 
We have dealt with this more elaborately in some of our orders and 
also in other parts of this report, so all we will say here is that the 
Notification names 5 persons and directs us to inquire into the nature and 
extent of their control over the companies under investigation. That control 
could be either as individuals or as a group, so both the issues are relevant, 
especially as clause 2(9) of the Notification speaks of a group or groups of 
persons. So the investigation into the D. J. Group and its activities in 
relation to these companies is relevant and is required of us. 

We need not set out here why we have jurisdiction to inquire into flic 
individual activities of the members of the group in relation to these com- 
panies because the Supreme Court has decided that we have. 

Courts and Arbitrators 

It was argued that we cannot go behind the decisions of the courts and 
of the arbitrators. We have dealt with this at greater length in another 
part of our report and have shown that we can and have explained why. 
We cannot, of course, sit in appeal over the orders of the courts nor can 
we affect or modify their decisions. But we have the right to analyse them 
and to examine the facts and the surrounding circumstances to sec whether 
the procedures of the courts were abused and if so how. We have this right 
in common with every man and woman in the land, and even more so 
because 'a statutory duty has been cast on us to make such an examination. 

Income-tax 

Much the same kind of objection was taken in the case of the income-tax 
matters on which we have touched. Here again, of course, we cannot upset 
an assessment or vary it. We are not courts of appeal or revision. But 
it is our duty to examine whether the income-tax laws were evaded or 
avoided in the administration of the companies before us, and if so to point 
out how. 
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One of our terms of reference requires us to report on the extent and! 
nature of the personal gains made by any individual, or by any group or 
groups of persons, by reason of their control over the companies before us.. 
It is obvious that evasion of income-tax is one of the methods of gain. 

Another of our terms of reference requires us to assess the extent of' 
these gains. Obviously that cannot be done without examining the matter 
from the income-tax angle if the gain was by reason of an evasion or 
avoidance of the income-tax laws. 

In the case of avoidance of income-tax there is nothing necessarily 
wrong or illegal in tliat. A subject is entitled to do that if he can witliin 
the framework of the laws. But when he does that he makes certain gains 
which would not have been possible, if the laws had bepn otherwise. If 
Government wishes to know how certain gains were made in order to decide 
whether it is desirable and possible to plug loopholes in the law it is 
entitled to direct an inquiry along those lines; and that is how we have 
interpreted our terms of reference. ■ 



CHAPTER VI 


THE D. J. GROUP 

Under the terms of the Notification appointing this Commission we arc- 
directed to inquire into, among other things, the nature and extent of the 
control exercised over the scheduled companies and such others as we may, 
add, by five named persons. They are R. Dalmia, J. Dalmia, Shanti 
Prasad Jain, Shriyans Prasad Jain and Shital Prasad Jain. 

Now control can be exercised singly or by a group or association of ■ 
persons. The material gathered by us indicated that three of the five namedL 
in the Notification acted as a group, at any rate for a time, from at least 
1946. They were known as the iDalmia Jain Group; and that was thc. 
nomenclature accepted before us. Accordingly, we have throughout referred, 
to R. Dalmia, J. Dalmia and Shanti Prasad Jain as the Dalmia Jain Group, 
.shortened in most places to the “D. J. Group”. 

Shriyans Prasad Jain and Shital Prasad Jam were not members of this 
group though they are related to the other three and assisted them in. 
several of the transactions with which we shall deal in later volumes. 

The five named in the Notification are related as follows : R. Dalmia,, 
was the seniormost member of the group and is the one who is shown 
to have had the predominant voice in all matters relating to the ten com- 
panies into which we are inquiring. J. Dalmia is his brother and Shanti 
Prasad Jain is his son-in-law. 

Shriyans Prasad Jain is the brother of Shanti Prasad Jain; and Shital' 
Prasad Jain is Shanti Prasad Jain’s nephew. 

It is admitted on all hands that the group functioned as a group till 
31-5-1948. It was contended by Shanti Prasad Jain and J. Dalmia that 
the group was dissolved by reason of a decision reached by its members, 
on or about April 20th, 1948. 

Shanti Prasad Jain and J. Dalmia pressed their case of dissolution of; 
the group before us with great tenacity and at considerable length. We , 
have examined their case about this in Volume 11. The evidence that was, 
led before us to prove dissolution on 31-5-1948 was untrue. Our conclu- 
sion is that the dissolution pleaded is not proved and that nothing happened 
on 31-5-1948, the day from which the dissolution is said to have taken, 
full and final effect. 

The group did not form a joint Hindu family because Shanti Prasad - 
Jain, as a son-in-law, could not have been a member. But, by a family 
arrangement, or by some other agreement, the three members of the groups 
constituted themselves into tenants-in-common of all group property. 

This property was pooled even though parts of it stood, or were acquired, 
in individual names. The income from this common property was also 
pooled and then distributed among the three in defined shares after meeting 
certain specified fiabilities. 
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total vake ran into many crores of rupees. P^op^rty. its 


companies in which the group held shares and which they con- 
trolled nuni^red more than sixty. The control was exercised in various 
ways; but Aeir, control of companies outside the ten before us do^noi 
the scope of our mquny. As regards the ten, it is enouA to 
-say that, on their oivn admission, the group controlled the ten coSS 
.before us as a group at any rate down to 31-5-1948. 


The nature and extent of the control even up to that date was nebulous 
We have accepted the evidence that proves that even before 31-5-1948 tlie 
•companies were divided between the three for convenience of management 
and that, though in theory the control resided in the group as a group, in 
practice it was normally exercised by what we might call the “member-in- 
-charge.” But this arrangement was not inflexible, and in some cases one 
or more of the others \Vere associated with the management and control in 
varying, degrees. . 


Evidence that would have been material was deliberately withheld and 
most of our efiorts to get at the truth were successfully foiled. Accordingly 
we have not been able to reach any sure conclusion about dissolution. The 
plea of dissolution of the group as from 31-5-1948 has failed. It has 
neither been alleged nor proved by Shanti Prasad Jain and J. Dalmia that 
there was dissolution at a later date. In the circumstances it has not been 
(Possible for us to decide afiirmatively whether there was ^dissolution of the 
ffoup and if so its date. All that we can say is tliat after 1949, R. Dalmia 
•alone managed and controlled certain companies and that Shanti Prasad 
Jain' and J. Dalmia were not associated with -the management or control of 
those companies. 

This has made it difficult for us to apportion responsibility as from a 
particular date. In view of the large number of companies over which the 
OToup exercised control it would be unreasonable to hold that every member 
:^cessarily knew about what was going on in a company with which he 
was not actively associated. It may be that he benefited by the joint control 
and shared'in the profits arising from an improper deal when the profits were 
thrown into the common pool for re-distribution, but it would not be right 
to say ffiat he necessarily knew that a particular deal was crooked, and 
■still less to say that he actively assisted in bringing it about. .We have 
therefore decided to apportion responsibility^ in ffie following way. 

We have accepted the evidence that proves that R. Dalmia was in 
effective control of the nine scheduled companies and Dalmia Dadri Cement, 
-both before and after 31-5-1948. He is, therefore, responsible for all the 
malpractices that have come to light in these companies. The direct 
evidence, as well as the circumstantial evidence, shows that none of the 
matters with which we- have dealt .could have been brought about without 
his knowledge, connivance and directions. Therefore, his responsibility 
throughout is clear. 


As regards the others. We have only implicated them when the evidence 
shows ffiat they were directly concerned with any particular act or when 
•they were directors at the time. In some cases the evidence is direct and 
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others it is circumstantial. But in the absence of that kind of evidence 
we have not held them responsible. 

When there has been such evidence, we- have deemed it- right to infer, 
on the basis of the general evidence about the Group, that the association 
of a particular member with a particular transaction was because of his 
association and relationship v/ith R. Dalmia and because he was still func- 
tioning as a member of the group at that time in relation to that particular 
transaction. 

Shanti Prasad Jain and J. Dalmia were the only ones who really con- 
tested the issues that we raised, apart from the liquidators and auditor. 
They were not consistent in their attitude about responsibility. In their 
written statements they did not say that R. Dalmia v/as responsible for any 
of the acts that have questioned; nor did they admit their own responsibility. 
They threw the whole responsibility on the Board of Directors. But in the 
course of the arguments their counsel modified this and at first said that 
though the Board of Directors was responsible neither Shanti Prasad Jain 
nor J. Dalmia was responsible after 31-5-1948 even though still on the 
Board. In the end, even that was modified and the whole blame was 
thrown on R. Dalmia. They admitted that the directors were dummies who 
could not have acted on their own in the sort of major decisions with which 
we have had to deal. Counsel for J. Dalmia even said that his client, 
J. Dalmia was the biggest dummy of them all. 


LIOCLA— 3 




CHAPTER Vll 
ABUSE OF CONTROL 


We are asked to look into the consequences or results of the manage- 
ment of the scheduled companies and D.D.C., generally, and in particular 
to report on the consequences of the investments, loans and transfers made 
by or .to these companies. 

Our investigations disclose that the funds of public limited companies, 
banks and insurance companies were improperly used for buying shares 
of other companies with large accumulated resources and substantial 
liquid resources in order to obtain control over them. The S.S.B. Mills, 
M.D.M. Co. and L.E.S. Co. are pertinent examples. 

We are aware that this is frequently done in the commercial world and 
we are not questioning the practice as such. But in the companies that 
we are examining this was done for improper ends. The object was to 
use the accumulated funds of these companies for the benefit of the 
D. J. Group or R. Dahnia, or for the benefit of the companies some private, 
in which the group or R. Dalmia were interested. That again would 
not necessarily be improper. But in these cases it was always the public 
companies that suffered and the investing public along with them. The 
wrong lay in the fact that those who were in control wrested an improper 
advantage for themselves from the companies that they controlled and let 
the companies under their control suffer. 

The ways in which these objects were achieved were as follows ; 

1. Loans and Advances 

Companies in which the public had invested their moneys were made 
to give loans and advances without security and at low rates of interest to 
the companies in which the group or R. Dalmia were interested, to the 
advantage of the latter and to the detriment of the former. In some cases 
large advances were made to R. Dalmia personally. 

In many of these cases large amounts were loaned to companies whose 
financial position was unsound. Also, in most of these cases, though 
the loans were given in cash they were not repaid in that form ljut were 
shown as “realised” by means of book adjustments. 

Loans were also given to R. Dalmia personally. The debit balances 
outstanding against him increased in a rising crescendo year by year from 
1948 to 1951. The balances against him at the end of those years were, 

Rs 

17 , 29,681 

62 , 75,354 

78 , 11,973 

1 , 52 , 13,695 
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In pursuance of the decision taken about the middle of April 

. 1948 the separation was worked out and finalised by the 

end of May 1948. As from 1st June 1948 each of the three 
mdividuals mmaged and looked after the affairs of only those 
companies which came to his share on separation and ceased 
to take part in the management of the business affairs of the 
companies which did not come to his share on such separation.” 

In cross-examination he said, 

“We were not partnere to any fiirm. We held our assets separately 
. . . .By this partition . we only mean that our effective control 
over the respective companies is sorted out." 

In another place he said, 

“There was no rigidity about any matter.” 

The written statements and particulars make it clear that the decision to 
separate was reached about the middle of April 1948 and that the date fix^ 
as the effective date of separation was 31-5-48. But a rider was added in 
the following words [paragraph 4(c) of the application dated 1-3-60]. 

“It was also agreed among the parties that in the interests of each 
- other’s business and credit of the companies concerned, the 
implementation of such separation to 

(1) transfer of shares by each in the companies allotted to the 
others; and 

' , , (2) cessation of directorships, change of mana^g and selling 

' agencies etc., etc., 

shall be carried out in such manner as not to disturb the conti- 
nuity of business of the said companies according to the 
convenience of the parties concerned.” 

In the course of his evidence Shanti Prasad Jain’s counsel asked him 
whether the adjustments in shares and directorships were carried out 
gradually or, within a particular time. He replied, 

“They were carried on as fast as they could but it depended upon 
' the three of us and in some cases if one of them had not c^ed 
on as fast as otherwise he could have done there was no alter- 
native to force him to the understanding." 

It is therefore clear that even if 31-5-48 was ostensibly fixed as the 
effective date for the separation it was not the effective date for all purposes 
because, it was agreed, 

(1) that the transfer of shares should be left to the convenieme of 
the parlies concerned', 

(2) - that the cessation of directorslnps should also be left to the 

convenience of the pai’ties concerned; and 

(3) the change in the selling and managing agencies should also be 
deft to their convenience. 

If that was the case then the date 31-5-48 becomes meaningless. If 
Shanti Prasad Jain is telling the truth the group possessed nothing beyond 
the Lauriya farm, and the group had no legal ri^ts against third parties ; 



69 


nor had its members any sort of legal rights against each other except in 
the farm. All that the group possessed in the shape of rights (if one can 
use such a term when there are none) was a legally unenforceable under- 
standing relating to an intangible thing called “control”; and, according to 
Sfaanti Prasad Jain this intangible thing could only be divided by an inter- 
change of shares, a cessation of directorships and a change of managing and 
selling agencies. But if the agreement was that these things were to take 
effect only when the parties found convenient (and not on 31-5-48), and if 
no one could be compelled to implement the understanding (which was 
that 31-5-48 was to be the effective date) then it is clear that that date 
had no meaning. They were, of course, free to adjust their financial obliga- 
tions between themselves with retrospective effect from any date they liked, 
but that is not their case; and if it were, then their obligations to third parties 
could not be shelved in that way; nor could their responsibilities towards 
the companies with which they were associated. 

This wiU be clearer when we examine Shanti Prasad Jain’s case about 
the assets that are said to have been divided. He said in his application 
dated 1-3-60 that the only property that was jointly owned was agricultural 
farm at Lauriya, and he said, 

“The applicant (Shanti Prasad Jain) was allotted this farm as also 
S. K. G. Sugar Mills Ltd. The applicant accordin^y got the 
.shares, right, title and interest of Shri R. K. Dalmia, Shri J. 
Dalmia in the said farm for Rs. 1,50,000 and Rs. 1,35,000 
respectively on 3lst May 1948.” 

But when Shanti Prasad Jain was asked about the rest of tire group 
assets he began to fumble. When he was asked whether the group had 
assets for division he said that they had “shares in tlicsc companies.” Then 
he said “All the companies plus Lauriya farm plus Punjab National Bank 
were divided.” 

When he was asked about the respective proportions in which tltc assets 
were divided he said ; 

“There was no such thing so far as the proportions position is con- 
cerned. We all of us were holding our own assets. It was 

a question of exchange of assets Wc were holding these 

assets and they were exchanged so that the three persons conU- 
nued to hold shares only in the companies which came under 
them.” 

When asked, “In terms of money what was tlic total amount of 

assets held by the members of the D. J. Group”, he replied, “it is difficult 
for me to give tliis”. And when asked, “Was an attempt made to value the 
assets”, he said, “Exchange is possible witliout this”. 

He went on to explain, 

“Say I was holding Dalmia Cement- Ltd. shares and this company 
had cone to the shares of J. Dalmia. Wc credit our investment 
account and debit J. Dalmia’s account and ultimately there are 
final figures arrived at how much I have to pay to tiic con!- 
panies of J. Dalmia and how much to the companies of 
R. Dalmia. Wc were carrying on tin's exchange. Tfic result of 
the final figure will be cither to debit or credit in the accounts 
of tlic respective persons.” 
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A little later he said, 

“The assets that I was referring to were the assets so far as the 
individual accounts are concerned. But they were assets which 
we have referred to in respect of this income tax liability but 
we were holding these assets personally in various companies 
and these assets were divided in a manner so that they ^came 
in the exclusive possession of tlic. three respective persons.” 

He was asked whether the photostat list, Ex. S. 75, the original of which 
was signed by the three of tliem, implied that they agreed to the distribution 
of the companies as listed in that document. His reply was, 

“I want to' be very frank. We did not attach any importance to that. 
We never considered that we are partners to any firm and it 
does not mean that we divided that firm among ourselves. We 
held our assets mixed with one another and die effect of that 
' was that the three of us were together exercising control over 
the said companies. 

By this partition we only mean that our elective control over the 
respective companies is sorted out.” 

In our opinion the date 31-4-58 has no meaning. It is admitted that 
nothing was done on that date and it was also admitted before us in the 
•arguments that no concrete act of implemcntadon was carried out before 
31_5_48, We are of opinion that this date is an afterthought introduced 
after March 1949 and that the case o! partition as from 31-5-48 has not 
been proved. We will elaborate on this as we condnue. 



CHAPTER IV 
DOCUMENTS : EX. 1216 

privy Council once observed that in a case where tlierc arc 
conflicting stories both of which cannot be true, ivith a mass of conflictin 
evidence much of which must be false, the only safe way of reaching tli 
truth is to seize on facts that are either admitted or proved ^yond 
reasonable doubt and then to see which story best accords wifli those 
facts. Tbat rule has also been applied in the Supreme Court of India. 
It is a well tried and common sense way of reaching the truth in the midst 
of a welter of lies and half truths. We intend to follow tliat path here. 

We will, therefore, first examine the documentary evidence. 

The existence of the group up to 31-5-48 is admitted on all hands; 
but the nature of its association is a matter of contest. We will now 
concentrate on that aspect. 

. Shanti Prasad Jain’s case and that of J. Dalmia is that the group was a 
loose association of persons who owned no common property '"except tiic 
Lauriya farm and that it was not bound by any legal tie. We will see iiow 
far the documentary evidence bears this out. 

We wUl first examine Ex, 1216 dated 15-7-46. Tliis a Hindi docu- 
ment that was executed by R. Dalmia, J. Dalmia and Shanti Prasad 
Jain at Mussorie on 15-7-46. Shanti Prasad Jain told us that it was 
drawn up by one Hanuman Prasad Tauji, an intimate friend of the family 
whom all trusted and revered. 

The document was translated by a member of our staff but Mr. Misra 
said that there were certain inaccuracies in the translation. We asked 
him to correct the mistakes and we have accepted his version. We arc 
now basing on the translation that he accepted. 

The opening recital states that, 

“We have re-partitioned our capital.” 

Mr. Misra preferred the word “principal” for “capital" but said that 
it did not make much difference. We will therefore call it '"principal”. 

This recital imports two clear statements of fact : 

(1) that the three of them held a certain "principal" at fiiat date which 
they were re-partitioning. It is clear that only that which is^ held jointly 
or used jointly can be divided; otherwise tiicrc would be nothing to divide 
or “partition”. Tliereforc this sentence imports a clear statement of^ fact 
that at file date of the document tlic three of them held the principal 
jointly. 

It is immaterial for the moment whctlicr this ^\'as held jointly as tlic 
result of some legally binding arrangement likc^ n partnership or family 
arrangement, or whether this “principal'' consisted of^ property throum 
into a common stock voluntarily which it was now desired to rcp.arlition; 

7! 


t/j C) 
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(2) second statement is that there had been an earlier division 
between them and that what they, were doing at that date was to reparti- 
tion this 'principal” on a ditferent basis. 


We will pause at thi.s point to examine the different ways in which 
property can be held joindy ahd the various ways in which a division or 
partition can be effected. 


One of the kinds of joint property is the kind with which we are 
familiar in India, namely that of a Mitakshara Joint Hindu family in which 
fhe four unities of possession, interest, title and time are all present at one 
.and the same time. In this kind of property no individual has any distinct 
or separate share. There is usually a karta or manager who acts on 
behalf of all but the title is one and undivided. This is a joint tenancy. 

Another kind of joint property is that in which the titles and shares 
arc separate and distinct but in which all else is joint. The Dayagabhaga 
joint Hindu families of Bengal are illustrative of this. In this kind of 
jointness the owners hold as tenants-in-common. 

But neither kind is limited to Hindu families. Both kinds of joininess 
can exist even among persons who are not related to one another either by 
blood or marriage. The first kind is unusual where there is no blood 
relationship but the second kind is . common in many parts of the world 
as well as in India. It can arise in different ways, as, for example, 
-contract or agreement, and it can manifest itself in different forms, as for 
■example, a partnership. 

Now it is clear that the three members of the Dalmia Jain group did 
•not form a joint Hindu family, R. Dalmia and J. Dalmia were at one 
lime members of a joint undivided Hindu family, but we were told by 
Shanti. Prasad Jmn that they separated some years ago — ^probably in 1939. 
It does not matter when so'far as this is concerned because Shanti Prasad 
Jain who is a son-in-law of R. Dalmia; could not be a member of the 
Dalmia family in that sense. Therefore, if the three held property jointly 
it could only be as tenants-in-common. 

We will now turn to the question of sep^ation. A joint association 
•can be dissolved or re-aligned in different ways : (1) The jointness can 
:be severed totally for all purposes; . or (2) after a complete separation 
there can' be a re-union on a different b^is; or (3) the separation can be 
partial; or (4) it can consist of only a re-allocation of interest. 

In our opinion Ex. 1216 indicates a division of the last kind. We 
-do not know how the joint property was held originally and it is not 
for' us to ' speculate; nor does it matter. It is .enou^ to know that 
jointness could have been brou^t about' either by agreem^it or 
contract, or by a family arrangement that would have legally binding force 
It had l^n implemented and acted upon. As the document solemnly 
recites that there was joint property which was then being divided, and as 
it was' solemnly signed by the three of them, it is reasonable to conclude 
that the document was intended to have meaning and that it means what 
it says. 

■ Then again. Ex' 1216 does not divide any property physically. It 
merely defines or re-allocates the share of each. There was therefore no 
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need to list or enumerate the property. It was enough to define the share 
that each was to have in the whole. Where, however, it was necessary to 
be more specific, as for example, when a ceiling had to be put upon 
certain expenditures, the document does that. Therefore the absence of 
lists of property was not carelessness or accident 

After reciting that the “principal” was being “re-partitioned” the docu- 
ment goes on to tell us what the “principal” consisted of, namely, 

“which is in the shape of cash and shares and it situated 
anywhere." 

It is clear therefore that at the date of this document there was a 
common pooling of cash as well as shares; and shares include the 
dividends on the shares and not merely the voting rights. 

The document goes on to set out the exact interest that each was to 
have in these various common properties and how that interest was to Iw 
divi&d and distributed, ; — 

30% was to go to charitable trusts; 

20% to R. Dalmia; 

25% to J. Dalmia; 

25% to Shanti Prasad Jain. 

The next clause relates to the dividends receivable from the shdres. 
The clause says, 

“As regards the dividend that shall be received on shares the same 
should be divided”, 

(1) among different charitable trusts, 

(2) “as well as the three proprietors in accordance with the above 
shares." 

There can be no doubt that the arrangement was that the income fronr 
the shares; was to be pooled and then re-distributed in certain dcfinctl 
shares. 

Shanti Prasad Jain was questioned about his statement that there were 
no joint funds and that each was master of his own funds. He was asked, 
“Could you spend the money in any way that you liked ?” 

He replied, 

“That is true and that is not true. Legally it is absolutely correct 
that we were competent to do anything. But the family 
understanding that we spent with a certain amount of under- 
standing with those who might not have the legal right over 
me but still impliedly he advised 'in tlie said matter and 
therefore it is not correct.” 

This involved answer shows that in fact each did not do what he liked 
with what would be his money if Shanti Prasad Jnin s slatcmcnt about the 
separate ownership of the shares is true. If the shares in the diflcrcnl 
companies were the separate properties of the different ntembers of the 
group then the income from them would^ go separately to each, and of 
course he would be able to do what he liked with this money. But it is 
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'dear from, this answer that, whatever the reason, the fact remains that each 
-did not feel free to do what he liked with this money. On the other 
hand, if the arrangement was' that the dividends were to be pooled and 
were to be treated as common property till, divided in the proportions set 
out in die document then of course no member could do as he liked with 
die dividends until his share was separated off and handed to him. And 
■a further inference from that is that die shares, themselves were not held 
in individual riglits but were the common property of the group irrespec- 
;dve of the person in whose name they stood. 

Ex. 1216 then deals with the selling and managing agencies and says, 

“Similarly they shall be entitled to shares in the above proportions 
in the managing agency and selling agency of the companies 
which diere are at present and which will come into being in 
the future" 

The document dien repeats, 

“Uldmately with the consent of all and with the aj^oval of 
R. Dalmia re-partition in the above proportion has been 
effected.” 

Then follow clauses about household and other, expenses the 

sort of thing that would be normal among members of a family operating “ 
from a common pool or chest. Thus R. Dalmia is entitled to take out of 
■his income “according to. his need”. ' J. Dalmia is limited to Rs. 1,25,000 
:and Shanti Prasad Jain to Rs, 1 lac, each out of his own income. 

Then follows a clause that is significant, 

“The balance remaining shall be credited to the accounts of the 
three in the proportions of their shares.” 

A clause of this kind would have no meaning unless the income from 
the shares and so forth was thrown into a common chest or pool and' then 
distributed in defined shares after meeting specified charges. 

The document also states that V. H, Dalmia son of J . Dahnia, is to be 
paid Rs. 5,000 a month for his household expenses “hy the companies. 
How could this be done unless the income from the companies was pooled . 

It would be impossible if the shares' in these companies were separately 
owned and the incomes from each went to each owner of the shares m his 
separate right. 

After this some certain clauses making provision for two of the ladies 
of the family. The mother of R, Dalmia and J. Dalmia was to ^eive 
Rs. 2,000 a month for her personal expenses, and the wife of R. Dalmia 
Rs. 2,000. These moneys were to come out of the income of R. Dalmia 
and J. Dalmia. - ' 

The penultimate clause refers to the three as three ‘maliks ; while 
the last clause says that none of the three shall, carry on My sep^te, 
business of any kind, which again imports the idea that at that time they 
were engaged in a business Siat was being carried on jomuy or m 
common, 

Shanti Prasad Jain tried to brush this document aside ^ a lot of 
.nonsense executed to humour an old fashioned friend of the family who 
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was not “familiar with the precise legal form that wc were at that time 
holding our assets.” 

Shanti Prasad Jain said, 

“It was to express our sentiments and our wishes for separating in 
the manner that I have just said”, ^ 

a manner that is the reverse of what the document, construed in 
accordance with any normal canon of construction, can be said to mean. 

He also said, 

“It was written by Tauji (Hanuman Prasadji) in his own language 
, and in his own way not familiar with the precise legal form 
that wfe were at that time holding our assets. Bm it only 
expresses a family understanding as he desired and wc 
agreed. 

Explaining his own signature to the document he said, 

“I signed this since there was signature of R. Dalmia and' 
J. Dalmia. It was also written by H. P. Poddar”. 

Mr. Misra, arguing on behalf of Shanti Prasad Jain, called the docu- 
ment “a make believe document” executed “just for consolation” to 
“make a show”. He drew our attention to the folfowing clause which he 
said could hardly be taken seriously, 

• “However each one had at last the feeling of dissatisfaction that he 
had the larger share.” 

Mr. Misra said that the most convincing proof that the document was not 
intended to have any meaning was the fact that it was never acted upon. 

We do not agree. The clause just cited may be a psychological indc.x 
of hypocrisy. We are, however, clear that Ex. 1216 was intended to have 
meaning and that it was acted upon. 

The most conclusive proof that it was not just a lot of nonsense lies in 
tlie fact that it has been carefully preserved. Not only that, but a 
photostat copy was made of it to guard against loss or destruction of tlic 
original; and so carefully was the original guarded that when Shanti 
Prasad Jain filed his documents he did not file the original but only the 
photostat copy and we had considerable difficulty in getting him to produce 
the original. 

Shanti Prasad Jain’s lists and statements made before the evidence 
began also showed that he attached importance ■ to ^ the document and 
relied on it in proof of his story of partition. In his letter dated 9-1 -^1 
he said that he was annexing a list of some of the documents on which 
he wshed to rely. The list enclosed with the letter was headed, 

“List of documents on which Shri Shanti Prasad Jain wishes lo 
rely.” 

The document in question was item 49 in the list and the description 
given was, 

“A declaration signed by R. Dalmia, Shanti Prasad Jain and 
J. Dalmia in respect of partition of tlic properties.” 
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On the 22-1 -SI he filed another list and 
JS Item 39 and is described as, 


again included this document. 


It 


*‘A 


declaration signed by R. Dalmia, J. Dalmia 
Jam in respect of partition of the properties. 


and Shanti Prasad 


^ photostat copy of the document was being field and 
that the ongmal could be produced for verification whenever required. 

In a letter dated 4-1-61 J. Dalmia also relied on the original of this 
■agreement. ^ 


It was not repudiated till much later when the damaging nature of its 
contents was realised on a closer study of it; and then frantic efforts were, 
made to keep it out of evidence; and when that failed Shanti Prasad Jain 
gave as fanciful explanations to belittle its importance. 

■ What seems to have happened is that by agreement or arrangement all 
properties relating to the family business, including shares, were acquired 
■out of a common fund and were in fact joint property irrespective of the 
name in which they were acquired. 


There is nothing improbable in this. In a joint Hindu family, property 
is often acquired in the name of one or other of its members, and some- 
times, out of respect or for other reasons, in the name of a wife or mother. 
But despite that the property is joint family property and not the exclusive 
property of the person in whose name it stands. So also, even when there 
is no joint Hindu -family, property is sometimes acquired benami in the 
^_name of another member of die family, or even in that of an outsider, the 
'real owner being, not the benamidar but the person who paid for it : and 
if it was paid for out of family or group funds, then the family or the 
group is the owner. 

We know that that was the position in the Lauriya Farm and we 
think that this was also the case with the shares, especially as_ many of 
them were held in the names of third parties, the real or beneficial owner 
being the group. In exactly the same way one or other member of the 
group could have held shares acquired in his name on behalf of them all. 
Mr. Misra said that in some cases one member of the group held benami 
for another member but he did not admit that they ever held on behalf of 
all. We think, in view of Ex. 1216, that the shares were common property 
irrespective of the person in whose name they were held. 


Shanti Prasad Jain’s case and that of J. Dalmia is that all properhe^ 
(except the Lauriya farm), and in particular the shar^,_were acquired 
witb^e separate moneys of each of them and belonged to ftem separately 
and not to the group. When we tried to test the truth of ftis by probmg 
into the source from which the funds for the purchase, of the shares came 
■Shanti Prasad Jain refused to divulge the source. 

He was asked, 

“When you joined R. Dalmia md J. Dalmia did you contribute 
any capital to the business ? 


He said, 
“Sfightly.” 
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Then he was asked, 

“Will you indicate in terms of money ?’’ 

He replied, 

"I would not like to disclose thai.” 

The following passages are also important, 

“2. Did J. Dalmia contribute? 

A. 1 do not know. 

2- Did R- Dalmia contribute anything? 

/I. I do not know. 

Q. Will you tell us the amount of money that you had invested 
in (he companies that were divided. 

A. I have no knowledge. I do not remember. 

Q. Will that be reflected in your accounts? 

A. Party. 

'Q. Are your account books from 1933 to 1948 in existence? 

A. I do not know. 

Q. Regarding the shares which were purchased by the individual 
members of the Dalmia Jain group, who supplied the funds for those 
shares? 

■ A. Borrowing from capital, the banks, our otvn capital and the profit 
that we made. 

Q. When you say 'from your own capital’ is it your personal money, 
or the money of the company, or of the group ? Suppose Rs. 1,000 
is paid for the purchase of shares, who paid the money to purchase 
them? 

A. It must have come out of the resources then available to me. There 
were no assets irom the group. 

Q. Did you maintain a record of the shares which were purchased from 
time to time ? 

A. Records must be there. 

Q. The question was did you maintain any record or not? 

A. Yes, I maintained the record. 

He was then pressed to disclose tlie amount of money that he had invested 
between 1933 and 1948 in the companies that were said to have been 
divided. At first he said that he did not know and that he could not 
remember; but in the end he said, 

“This is a public inquiry. I do not want to disclose my assets in 
such a public inquiry, and I also request you while 1 am 
very anxious to assist ij I consider that the scope of the 
inquiry is wth these 9 scheduled companies nnei I very humbly 
submit to you to excuse me to ^vc the opinion.” 
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Tlic Chairman told him, ' ' . 

“May I remind you that you have raised the issue of partition. We 
are therefore entitled to obtain all information relevant to that 
issue. Tlie question what property the group had and what 
interest you had m tliat property is relevant. We are not goine 
to compel you to answer tliese questions though we have the 
right , to do so. We are affording you an opportunity of 
explaining matters in order that we may test the truth of your 
story about partition. If you wish to avail yourself of that 
opportunity you can. If you do not, it will be held against you.” 

Mr. Shah intervened and said, 


According to the witness there is no partition of any joint assets 
excepting the Lauriya farm. All tliat happened was that the 
snares held by the individual members in the companies which 
went to their share were transferred by the others to those to 
whose share the companies were transferred. Therefore that 
question docs not arise." 

Tlic Chairman said, 


“My ob&rvations still stand.”- Despite that warning no further 
information about this matter was fortlicoming. It is clear that the 
attitude of Shanti Prasad Jain is tliat once he has made a statement it is 
improper to test its truth and ask questions the answers to which might 
reveal that what he said was not true. 


Tliere arc many pointers to show that what Ex. 1216 sets out is the 
trutli and that Shanti Prasad Jain’s subsequent gloss and evasions are 
unture. 

Wc will first refer tg Shanti Prasad^ Jain’s evidence. He was asked 
the following question about the position in 1948. 

“Do I understand that you have no knowledge about the number 
of companies tliat belonged to the D. J. Group at the time 
you decided to split up ?” 


His reply was, 

“No previous knowledge.” 

Speaking again of 1948 he said, 

“'We did not attach any importance to that. We nev^ considered 
that wc are partners to a .firm. We 

firm. And it does not mean that we divided ftat firm amon„ 
ourselves. We held the assets separately T 

holding all these assets mixed with one another of 

that was that three of us were together exercising control over 
the said companies. By this partition we only 
our effective control over the respective companies is sepwat- 
. ed out. We wanted by this partition that our. 

regarding management of the said companies^ separated 

out The companies, were most mmateriaL.....^e 

put down , to R. Dalmia that . we are quite happy if dies 
companies are separated out in this manner. 
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He was then asked. 

Do I understand that you and J, Dalmia were quite indifferent as 
to thel_ companies that might be allotted to you and 
J. Dalmia?” 

He said, 

‘ J . Dalmia more, mj'self a lesser degree.” 

Tile questioning continued. 

So ftat none of you was keen to have any particular company 
bemg distributed or allotted to you.” 

He said, 

“Yes.” 


He was asked who laid down the principles of the partition and lie 
said, 

“If anybody laid them down it was R. Dalmia. Every initiative 
was with him and with no other body. The intention that was 
with us was that we wanted to separate. Give its whatever 

you like We were all owners of our own In 

that family atmosphere that we were working we always 
thought we may own ours. We held Mr. R. Dalmia in tiiat 
understanding as God." 

This stand is inconsistent with the stand that Shanti Prasad Jain took 
in paragraph 4'(c) of his application, dated 1-3-60. 

In the end, referring to Ex. 1216, he said, 

“This was written by Hanuman Prasad Tauji. He has been 

extremely kind to write and we ultimately carried out 

the instructions oj R. Dalmia." 


Our- interpretation of Ex. 1216 receives strong support from some of 
the witnesses who describe the “pre-partition” relationship as one of 
partnership. Of these witnesses the most important is K. N. Bajaj 
(W. 21) because he is such a close and intimate friend of tlic family. He 
said in examination-in-chief. 


“At several otlier times all the three independently described, or 
informed me about the agreement for tlic dissolution of their 
partnership of the group business.” 

He repeated this in cross-examination and no attempt was made to clear 
this up by re-examination. 


Another witness on this point is J. C. Jain (W 41). He jmned tiic 
Bharat Bank, one of the D. J. Group concerns, in 1942 as a Public Relations 
Officer He was General Manager of the Bharat Insurance Company from 
1943 till March 1950. After that he yvas appointed General Mannccr cf 
Bennett Coleman & Co. and yvas still in tliat position yvlicn he rave Iits 
evidence. He told us that he enjoyed tlic confidence of all ilirce members 
of the group. He also spoke of a partnemhip between them and so yva.s 

asked. 
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You have spoken about the dissolution of partnership, 
aware whether a deed of partnership was executed ?” 

He said, 


Are you 


“I have not seen tlie partnership deed. But I was told by the three 
S^Htlenicn that tliere was a pavtnevship between theih.” 

He was not asked to clear this up in , re-examination, 

K. N. Bajaj (W 21) also told us that, • 

“Sometimes one, sometimes two and at seVeral other times all the three 
independently discussed or informed me about the agreement 
for the dissolution of tlieir partnership of the group business.” 

Bajaj also was not asked to clear this up in re-examination, 

Sonthalia (W 37) and Bajoria (W 42) also spoke of a partnership 
between them. Bajoria admitted that he talked to Shanti Prasad Jain about 
tlie events of April 1948 “to refresh his memory”, the morning on which he 
came to give evidence, so his description assumes added importance. Neither 
witness was re-examined on this point. 

Now, if this was merely the opinion of the witnesses or their impression 
of the relationship behveen the three members of the group it would not 
have been of value; but J. C. Jain and Bajaj did not tell us what they 
tltought but gave us the description that they were ^ven of the relationship 
by the three principals themselves; and as that tallies so exactly with what 
Ex. 1216 says it is strong material to destroy the, fanciful, airy relationship 
tliat Shanti Prasad Jain and J. Dalmia set up. . 


Mr. Misra very strongly objected to the use of this evidence. He said 
that the Commission had not indicated the nature of the Dalmia Jain Group 
and tlierefore it must either accept or reject his client’s version of their asso- 
ciation (a version that negatives any idea of partnership) : and if his version 
is not accepted then the Commission cannot hold his client vicariously res- 
ponsible for any act as a member of the group unless there is proof that he 
\TOS individually associated with any of the several acts complained of. 


We do not agree. Even in a criminal case for conspiracy, once the cons- 
niraev is established, that is to say association for a particular purpose, then 
every conspirator is responsible for eve^ act done in pursuance of that 
purpose unless it can be shown that he had dissociated himself from the cons- 
pracy before the commission of the act. 

Wp have said in our statements of matters that there, was a group in 
pnniml of the companies that we are investigating and that the .group con- - 
R dS j. Dalmia and Shanti Prasad Jaim We have set out 
how the control was exercised, amone other wavs, by the pooling of votmg 
rSi J diroueh the possession of shares held either m their own names, or 
hid bSeficially in the names of their relatives, friends and empl^oyees; and 
K reason of such control certain undesirable acts, which we have 
s^^iljd wemclmitted. It is onen to ns to establish these facts by any 
evidence on record from whatever source it emanates. 


XT •* in npppssarv for us to go to the ex'^ent of holding that there- 
was^TaSnership vSwnThe. meaning of the Partnership Act, 1932 though 

it ds diMt to s^ee what exception can be taken to the use of the term if 
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Ex. 1216 IS accepted at its face value and if the three persons directly con- 
cerned chose to^ describe their relationship in those ternis. The definition 
of partnership given in the Indian Partnership Act, 1932 is as follows ; 

Partnership is the relation between persons who have agreed to 
share the profits of a business carried on by all or any of them 
acting for all.” 

Whether this relationship is brought about by a contract within the mean- 
ing of the Contract Act or by reason of a family arrangement is not 
material. 

However, as that is not the issue before us and as other factors woukl 
also have to be examined before a conclusion of partnership strictly so called 
could be reached we are not basing on that; and we do not mean to bind 
lay witnesses down to the technical meaning of an expression that they may 
have used in a loose sense. The important fact here is not what the wit- 
nesses thou^t the expression meant but that all three members of the group 
described their relationship as one of partnership on different occasions 
and to a number of different persons and that by and large the description 
fits in with Ex. 1216 in so far as that document imports, 

(1) a common ownership of property; 

(2) a pooling of interests and profits; 

(3) a demarcation of interests in the capital and the profits; 

(4) a distribution of profits in accordance with tlic shares demarcat- 
ed and defined in the document; and 

(5) the carrying on of a business from which these profits arc derived 
for the purpose of mutual gain. 

These are the important points that emerge from the evidence smd they 
destroy the case set up by Shanti Prasad Jain and J. Dalmia. Whether this 
amounts in law to a partnership is not material for our purpose. 




CHAPTER V 


DOCUMENTS : (continued) EX. S. 75 

We will now turn our attention to Ex. 75. It is a list of the companies 
that are said to have been divided in the partition of April 1948. Accord- 
ing to Shanti Prasad Jain and J. Dalmia it shows which company was allot- 
ted to whom. It is an incomplete list and docs not tally with tlic list set 
out in Shanti Prasad Jain’s application of 1-3-1960 nor does it tally with the 
list that we were given in the course of the arguments in Bombay. A number 
of explanations were offered about this. We will deal with tliem later. At 
the moment all that we will draw attention to is tiiat wlicn Shanti Prasad 
Jain was cornered in cross-examination he said that Ex. S. 75 was also just 
another scrap of paper of no particular importance. We will quote his own 
words. But before doing that we will draw attention to the curious fact that 
here again H. P. Poddar an old friend of the family who had drawn up 
Ex. 1216 and who did not understand their affairs was again called in to help 
■settle the basic principles' of the partition. At least, lliat is that Shriy.ans 
Prasad Jain told us. Shanti Prasad Jain said that no one settled tlic princi- 
ples : “They evolved themselves.” 

Shriyans Prasad Jain said, speaking of Hanuman Prasad Poddar, 

“These people regard him as one of the ciders; though he may not 
be a blood relation he is more than a blood relation.” 

He said that Poddar assisted them, “in framing the basic principles of the 
<iissolution.” 

But Shanti Prasad Jain contradicted this and said tliat, “Nobody laid 
-down principles. They evolved themselves” though if anybody did, “It was 
R. Dalmia.” 

Speaking of Hanuman Prasad Poddar, Shanti Prasad Jain said, 

“Hanuman Prasad Poddar was a person who was somebody who wa.s 
respected even by R. Dalmia; he was a person in whom all of 
us have regard and faith; and Shriyans Prasad Jain wk there 
because Hanuman Prasadji did not understand the implications 
of even our organisation. He understands business more what 
it used to be probably one hundred years back. He did not 
have clear notion about the management, about the modern 
industrial organisation and companies, etc.” 

Reverting to Ex. S. 75 Shriyans Prasad Jain told us that. 

“At the moment these names were written out they would appear to 

be the final decision of these Uircc persons." 

As we have already pointed out the document docs not conLain a list of 
all the “companies and has some important omissions. We accordingly ques- 
tioned Shanti Prasad Jain about this. Wc give below tlic tangle of answers 
that he gave. 
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Q. “Will I be right in assuming that tliis document Ex. S. 75 in 
ongmm represented the final decision of the members of’thc: 
D. J. Group so far as the dissolution is concerned ?” 

A. “No Sir.” 

Q. “Apart from the changes that were made between you and 
J. Dalmia?” - . 


A. “It did not.” 


^ another place Shanti Prasad Jain said that the document embodied the- 
/rrjt fipal decision by R. Dalmia.” Next he said that it embodied only a. 
f^ovisional final decision by R. Dalnlla’^ Then he said that he was a 
“little confused” and explained, 


“I find something here Sir, which reminds me that it cannot be the- 
first. It must be some later final decision. This was a ripe final 
decision.” 

Eventually he said, 

“To the best of my recollection this appears to be the final decision 
between us.” 

Then he airily brushed it all aside by saying, 

“We have never attached any great importance to it.” 

But when he was asked, 

“Did you regard Ex. S. 75 as an important document evidencing, 
partition ?” 

he answered, 


“Yes.” 

And then, in the very next breath, he said, 

“I want to be very frank. We did not attach any importance." 

He was asked, 

“Do I understand tliat you have no kimwledge vou- 

companies that belonged to the D. J. Group t y 

decided to split up ?” 


He answered, 

“No previous knowledge.” 

The questioning continued, , ^ 

“As your knowledge was not clew was an effort made to get 
names of all the companies ? 


His answer W'as, 

“No Sir, I know it looks odd to say but no real effort was ma 
find out the names.” , 

In another place he explained, _ , -npnrr 

"We held our assets separately. . . .By the Spa- 

that our effective control over the » 

rated out The companies ^vere most immatena . 



85 


On this he v/as asked, 

“Do I understand that you and J. Dalmia were quite indiflercnt as to 
the companies that might be allotted to you and J. Dalmia ?’’ 

He replied, 

“J. Dalmia more, myself in lesser degree.” 

Q. “This is indifferent?” 

A. “Yes.” 

Q. “Was R. Dalmia keen in regard to the companies ?” 

A. “No.” 

■ Q. “So that none of you was keen to have any particular companv 
being distributed or allotted to you ?” 

A. “Yes.” 

Q. “Or him ?” 

A. “Yes.” 

One of the explanations given for this indifference was, 

"This understanding what company should go to whom, at least so 
far as myself and J. Dalmia was concerned, was not a matter ■, 
of very great consequence because we at that point of time 
thought that we arc competent to run any business that comes to 
us." 

But this confidence is not consistent with what S. L. Jajoria (W 29) told 
us. He said, 

"Shanti Prasad Jain told me that he had not worked independently 
on his own accord so far and there was shortage of capital. I 
advised that he must face the situation and that things will 
improve by the grace of God.” 

Shanti Prasad Jain said he regarded the list Ex. S. 75 as so unimportant 
that when a list of the “Principal” companies that came under the “influence" 
of each was carefully drawn up by counsel as an appendix to Shanti Prasad 
Jain's application of'l-3-1960 Ex. S. 75 was not used as a basis and was not 
even consulted. 

Yet despite all this, this unimportant document was carefully preserwd 
up to at least 1955. Shanti Prasad Jain told us lliat he saw it in 1955 as 
he was then very anxious. 

“to find out some papers so that it may be possible, if necessary, to 
show about the respective interests between the llirec of us." 

He, therefore, got a photostat copy of it in 1955, evidently because he 
considered it was important enough to show their respective business intcresLs 
in that year. 

We will now show tliat Ex. S. 75 is not a complete list and tlrat it does 
not tally with the other lists tliat Shanti Prasad Jain gave us from lime to 
time; also that there arc important omissions in it. Shanti Prasad J.ain 
could not deny the facts and floundered badly in trying to explain them 
away. 
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In hk lists filed on 9-1-1961 end 22-7-1961 be described En. S. 75 as. 

In one place in his deposition he said that, 

it contained tlic names of the principal companies. It is not a precise 


A little later he said, 

“I have u.scd the words ‘principal companies’ It may not be 

entirely because, .etc.” 

I ought to have used the names of the principal companies v/hick 
come under the sole and exclusive control.” 

When pressed to explain what he meant, he said. 

What I classified as principal compam'es were those companies 
which had large assets and have substantial business.” 


When it was pointed out that Lesco Chemicals was in the list he said, 
“Lesco Chemicals was a small company.” 

He also said, 

, ‘'These companies that are represented on the paper are the principal 
companies of the D. • J. Group and smaller companies are not 
mentioned.” 


He was then told to look at the h'st and pomt out which were the princi- 
pal companies and which small; and then he added a third category, 

“There will be some marginal also.” 

WTren he was told that there were omissions in the list be said that he 
might be holding some odd small shares which are negligible. So he was 
asked what was the decision about the odd negligible shares; and he said, • 

“So far as myself is concerned I did not have anp minor compani^ 
and therefore I did not know anything about mionr companies.’ 


Then he was asked why. small companies were included in Ex. S. 75, and 

he said, r 

“ITiese were certain compam'es with which we were mote lamiliar 
and when we read something we remember that this company is 
associated with the company. Therefore, those companies had 
been mentioned. But when the new additions which were made 
iQdr; at least three together did not understand those impli-. 
cations fully, just like Govan Brothers Ltd. We only taew 
Govan Bros., but full implications were not Imown to all three 

of us. At least, they were not known to me.” 

He was asked whetiei Rohtas Qaarrira wMch is m Ex. S, 75, was a 
small company and he made yet another distmcuon and said, 

“Yes. But important.” , . 

But when he was asked, 

“What is the distmetion between a smaU company and an important 
company”. 
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he said, 

“Actually there is no distinction.” 

in the end he said, 

“I must say that I was not in that position neither at that time nor 
now to know precisely what Dalmia Jain group companies con- 
sisted.” 

And when asked whether he inquired either from R. Dalmia or J. Dalmia, 
he said, 

“No; We were too busy doing our own jobs.” 

His dttSntion was drawn to the fact that Dalmia Jain and Company, 
which he had to admit was a “principal” company, was not in Ex. S. 75 and 
he said, 

“Dalmia Jain & Co. has been omitted because on 31-4-1948 though 
it was allotted to me the shares of that company were held equally 
by J. Dalmia and Shanti Prasad Jain.” 

This is no explanation at all because when the lists were drawn up each 
held shares in many of the companies that were allotted to the shares of the 
others and the agreement was that the transfers were to be made gradually 
so as to suit the convenience of them all. 

When he was asked whether an effort was made to get the names of all 
the companies he said, 

“No sir I know it looks odd to say so, but no real effort nv/r made 
to get the names." 

He also floundered when he tried to explain how the partition was 
brought about. He told us, 

“The decision to break was immediate, but details as regards preci- 
sion and the principles that took time. Shriyans Prasad Jain 
and Hanuman Prasadji took part in tlic principles being enun- 
ciated.” 

But at a later stage, when he was asked, 

“Please tell us who laid down the principles." 

He replied, 

“They evolved themselves. Nobody laid down the principles.’’ 

Apart from this being meaningless, it is quite the opposite of the picture 
that K. N. Bajaj gave us ; meeting after meeting : lawyers, officers of the 
companies, accountants and auditors coming and going the utmost difficul- 
ties being experienced, especially about the income-tax adjustment between 
themselves ; technical difficulties, company law difficulties, audit difficul- 
ties; constant' changing of decisions; directions to settle principles and to 
work out details in accordance with those principles; directions to work out 
adjustments so that there should be an equitable distribution; directions to 
draw up a dissolution; directions to draw up a document; all of which took 
“‘many years”. 

And of course that must have been so. Tlic concealed assets alone ran 
into over 4 crorcs of rupees; also the bulk of the assets, in so far as tlicy 
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um iiavc Dccn aecided in a few meetings without anv discussion Wp wUI 
Jiow compare the two descriptions one after the other 

Wc will give the version of K. N. Bajaj (W 21) first. He said, 

Sometimes one, sometimes to and at several other times all the 
three independently discussed or informed- me about the agree- 
ment for the dissolution of their partnership of the group busi- 
ness. - ^ _ 


The prmciplc was decided that the dissolutions should take place 
and probably so//ic officers were instructed to draw up the dis- 
solution on that basis, to work out the details of the partition 
according to certain principles.” 

I meant officers of the company, one of their own men of confi- 
dence.” 


“Sometimes when these people were discussing individually witli 
lawyers, auditors and officers of the companies I happened to 
be present and they did not mind my presence.” 

In view of Shanti Prasad Jain’s gloss on this it will be as well to point 
out that the answer just quoted was given in response to the following ques- 
tion, 

“From what you have told us we take it thaf you were not present 
at any formal meeting wherein partition was decided upon, as 
^ the others were informal talks with you as a friend of this 

family?” ' ' 

He asked us what we meant by a “formal meeting” and we said meetings 
where lawyers were asked to come. So it is clear that the answer that we 
have just quoted refers to meetings in connection with the partition. He also 
said, 

“Because of the equitable distribution there may be certain industries 
wliich may have to be adjusted for that reason.” 

“Sometimes it used to be that talks on certain shares at different times 
were mentioned. Whether they were equitably distributed in 
that manner I have never verified.” 


“Even in separation they found certain technical difficulties from income 
loT and other points of vieiv, and the company laws and tliey used to consult 
!£ Swts and others, lliey had some difficulties. No doobi 

about it.” 


"Q. Was any document drawn up in regard to partitjpn ? 

A. Instructions were given. 

Q. Instructions were given for drawing up documents ? 

A Certain basis how the assets were to be distributed between the 
three partners, that was to be drawn up.” 

He also told us that Delhi lawyers were called in for these discussions. 
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We will now see what Shanti Prasad Jain says. Take the lawj’ers, 
auditors and officers first. Shanti Prasad Jain’s attention was drawn to what 
K. N. Bajaj had said, and, after the passage in question was read out to 
him, he was asked, 

“Now whether any lawyers, officers and auditors v/ere called in at 
the time when this talk about separation was going on in April 
1948 ?” 

His answer was, 

"There were no lawyers, Mr. J. Dalraia might have his auditors. 
Shakar Aiyar, for his own purposes, but lo my knowledge tlicy 
were not for the purpose of finding out details of partition. Simi- 
larljf, there were no officers to find out details necessary' for 
partition. They might be officers or you may call P.A.’s and 
senior persons, who might come othenvise to take other instruc- 
tions of normal business, but they were not associated for 
working out any details of partition. We were carrying on at 
that time the heavy responsibility that we had in respect of vari- 
ous companies and wc must have pven instructions to the res- 
pective officers in the normal course of the business in respect of 
these companies.” 

Q, “So this is quite clear that the assistance of ]a\vycrs, auditors 
and officers of the company was not souglit for working out the 
details of partition ?” 

A. “No Sir” 

Q. “Were the balance sheets consulted before drawing up this list ?'* 

A. “No Sir” 

Q, “Did you seek the assistance of any lawyer or any officers of 
the companies ?” 

A. “No Sir” 

Q. “Were the books of these companies requisitioned during this 
time?” 

A. “No Sir” 

K, N, Bajaj was called by J. Dalmia. There was no cross-examination 
on behalf of Shanti Prasad Jain, and J. Dalmia’s counsel made no attempt 
to, clear up any mistake K. N. Bajaj might have made by questioning him 
on re-examination. 

We will take the next point about tlic equitable distribution of assets and 
need to make adjustments for die inequalities that would ensue from a distri- 
bution of shares. Shanti Prasad Jain was asked, 

“Was an attempt made to value the assets ?” 

His answer was, 

“Exchange is possible without doing this thing Say I rvas holding 

Dalmia Cement Ltd. shares and diis co^mpany had gone to the 
share of J. Dalmia, we credit our investment account and debit 
J. Dalmia’s account and ultimately there arc final figures arrived 
at how much I have to pay to tlic companies of R. Dalmia. V.’c 
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were carrying on this exchange. Tlie result of the final, figure 
in debit or credit in the accounts of the respective 

?!?(? f°” which means that according to him 

the assets were not valued as it was not necessary because each owned his 
own shares. Tlie question was repeated, • ’ 

“I am asking you, when this decision of assets was made the assets 
must have been valued ?” 


He again gave a long rigmarole of an answer which added up to the same 
thing, namely, that there was no valuation because that was not 
necessary. 

Not only was there no valuation, but he says that he neither knew, nor 
cared to know, what the companies were or how they were to be distributed. 
His case was that each owned what he had so there was no question about 
valuation; all they were doing was to re-arrange control and as this involved 
the transfer of shares each paid the others the proper price for- the shares, 
he received and so the whole thing adjusted itself. 

“We never attached any great importance to it.” 

“This understanding what company should go to whom, at least so. 
far as myself and J. Dalmia was concerned, was not a matter- 

of very great consequence I do not suppose that we attached 

any importance.” 

“I know it looks very odd to say so, but no real effort was made to 
find out the names of all the companies.” 

“Only in respect of the principal companies for the purpose of , 
exchange of assets certain arbitrary figures were taken.” 

“We were all of us holding our own assets. It was a question of 
exchange of assete.” 

“We did not attach any importance. We never considered that we 
are partners to the firm. We are not partners to. any firm.” 

“We held our assets separately By this partition we only mean 

that our effective control over the respective companies is. 
separated out.” 

“The companies were most immaterial.” 

Then he said that he was quite indifferent as to which companies were to 
be allotted to him. 

Now let us see what he says about the instructions that were issued to 
Shital Prasad Jain. 

“We three were holding our assets. In what manner these assets, 
should be. exchanged ; We had to examine respective goods, 
examine the respective companies that if this coinpany is npl^g 
investments of D.C.P.M., to find out at whatpnee it is holding 
and what is its profit. That this should- be sold to Shahpur 
Dalmia hivestment or Gwalior Bank; to find out the resources 
position of the buyer and to find out the assets neldoy tn 
seller and arrange that sale in an appropriate manner. This w^ 
the most extraordinary- dealing and- it was stUI; done, so smootniy. 
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We will turn next to Shanti Prasad Jain’s statement about instructions to 
draw up documents for the partition. 

Q. “Is there any writing in respect of the decision that it is to he 
effective from 31-5-1948 ?” 

A. “No Sir. There is no writing of any kind, except, as I said that 
whatever decision was arrived at at that time was recorded in 
1952." 

* * * ^ * m 

“Everything (after 31-5-1948) was being carried on normaIl 3 ’. The 
only thing that has happened is that before that date we had a 
certain understanding. After that date two of us especially 
carried on our operations in a way that wc liked the best. Tlial 
was the only difference that has taken place of this separation. 
Otherwise in law nothing has happened. The funds were there, 
there were the Directors and everything was going on.” 

Q. “Why was not this reduced into writing in a memo ?” 

A. “It was an understanding. There was no necessity.” 


* 

* t/ ^ 



“I never 

bothered with details,” 




^ * 

♦ 

* 


Q. “Did you have a record of the shares which were not held in 
your name but were held in the name of others but which 
were owned beneficially by you ?” 

A. “No We held physical possession of the shares and the 

physical possession was exchanged whether they were held in 
our names or benami names.” 

Q. “The shares of which you had physical possession arc they 

mentioned in your account books ?” 

A. “Not necessarily ... .Because tire shares that were held in the 
books were also physically possessed by us and some of them 
were also held benami and there were other shares also which 
were not stated in the account books, but held in our names 
or benami names." 

Q. “Who had physical possession of Uiesc shares ?” 

A. “There were accountants and persons entrusted with the 
securities.” 

Q. “Did you have some official who was maintaining a record of 
all the shares of which you had physical possession ?" 

A. “Yes.” 

Q. "Did you have records of all these?” 

^A. “Yes. At that time.” 

Q. “Is tliat record available now ?” 

A. “No.” 

We will next examine Shanti Prasad Jain’s story about the time that 
was required for straightening out the details of the partition. 
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He was asked, 

“Between the time you decided to separate and this writin<> you 
had prolonged discussions and deliberations ?” 

He said. 

Yes and no both. As 1 stated the decision to break was very 
immediate. But details as regards preciseness and the 
principles, that took time.” 

He also said, 

“Between tlirce of us, Wc never talked whenever we have the 
slightest difference. Wc used to sit with R. Dalmia for three 
hours even then we never talked about any difficulty.” 

' ' 

•: Q- “No difficulties at all in tlie distribution of these companies 

raised cither by yourself, J. Dalmia or R. Dalmia ?” 

A. “No Sir,” 

Q. “It was all smooth sailing ?” 

A. “Smooth sailing is not the world Sir. Whatever is decided we 
were quite happy. That was the biggest satisfaction wc get that 
he' agreed to separate us. We never bothered afterwards what 
happened.” 

If! ?!'<!):* 

Q. “What is the significance of the date 31st May, 1948?” 

A . “Because wc came to a, decision by about the 20th of April, 
finalised the whole thing by 20th April and we had about a 
month. Otherwise there was no significance. The only 
significance is that we should do the job as early as- possible 
' and were in a hurry” 

(2. “Was tins decision reached within a day or two -when this 
document was signed, either one or two days before or one 
or two days after?” 

A. “May be two or three days,” 

The income tax liabilities evidently formed a yeiy important part of 
the discussion about partition, K. N. Bajaj was asked, 

“In 1948 did they talk to you about tax difficulties they might get 
into or they might anticipate because of the Income lax 
Investigation Commission ?” 

He said, 

“Even . in the separation they found certain technical difficulties 
from income-tax point of view and other points of view ana 
the Company Law and they used to consult the auditors ano 
lawyers and others. They had some difficulties. No douot 
about it.” 

He was then shown Ex. J. 24 and was asked, 

“Did any one of them talk. to you. about the result of the Income 
Tax Investigation Commission Report ?” • 



He replied, 

“It went on for many years if 1 remember and at different stages 
different conclusions were arrived at. So these talks used to 
take place. 

'This sounds reasonable and finds support in Ex. J. 7 where it is said on 
J2 1-9-1 952. 

“In supersession of all previous arrangements or understandings 
written or verbal, if any, between the parties hereto, 

IT IS NOW HEREBY AGREED AND DECLARED ctc.,“ 

This passage in Ex. J. 7 also supports K. N. Bajaj where he says that 
•the talks went on for many years and that they kept on reaching diflcreni 
conclusions. It is true he is referring to the income tax talks; " but it is 
icqualiy true that he said that the settlement of the income tax difficulties 
formed an important part of the discussions about partition. It is evident 
7hen that there could not be any "complete” and "final'’ partition 
until the income liabilities were squared up between themselves; 
;iind if that took many years, it is evident that there was not complete and 
final settlement and solution in April 1948 : there were only c.xploratorj' 
talks and possibly some provisional readjustments of management. In 
that event Ex. S. 75 was not drawn up to evidence a partition but to form 
a basis for the re-allocation of management pending a final solution. 

We hear of the date June 1948 for the first time in Ex. J. 7 dated 
21-9-1952. In our opinion the date 31-5-1948 was an afterthought. Tlint 
also explains why the original of Ex. S. 75 is not fortlicoming. We are 
entitled to draw the inference that it is part of another book or piece of paper 
from the internal evidence that the photostat copy affords. 

We referred to the internal evidence that the photostat copy Ex. S. 75 
affords to show that it was part of another document. A close examination 
of the photostat shows that the sheet on which tlic lists were written was 
cither part of another sheet of paper or that it once formed part of a book. 
TTie left hand edge of the photostat .shows certain indentations of the kind 
•that one finds in a book near the stitching. Tliercforc. the lists were either 
written in a book, or -the page was tom out of a book and the lists were 
written on the loose sheet that would be thus obtained. Yfiuchcvcr it 
Is we gravely suspect that what we have been shown is not the whole docu- 
anent. ^Vhat K. N. Bajaj told us strengthens our suspicions. 

He was asked, 

“Was any document drawn up in regard to partition ?“ 

He said, 

“Instructions were given but actually whether it w.as drawn up or 
not, I cannot sas'.’’ 

<?. “Were instructions given for drawing up document ?” 

.4. “Certain basis how the assets were to be distributed hcf.vcca 
the three partners : that was to be draun up. But whether it was 
ultimately to be a document or not I cannot say." 

We think that something of the sort must have been done; .and wc <uspici 
that Ex. S. 75 is only part of a fuller document that sets out the b.aris of the 
.distribution and embodies the real agreement that was rcaciicd at that stage. 
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part that has been photographed is probably only the schedule. That 
would explain the absence of a date because the date would then be in the 
body of the document and tlic schedule would only be signed. Also, if it 
w.-w only to form the basis of a more formal document to be drawn up later 
It is, understandable that a rough draft should have been entered in a book. 
In any case, what K. N. Bajaj tells us about the negotiations in April 1948 
is so completely at variance with what Shanti Prasad Jain said that we find 
ourselves unable to believe Shanti Prasad Jain. The evidence of K. N. Bajaj 
sounds much more natural and likely. In our opinion Ex. S. 75 does not 
represent the final arrangement even as between R, Dalraia on the one side 
and J, Dalmia and Shanti Prasad Jain on the other. It is not the kind of 
document that one would expect as evidence of a dissolution of even as 
loose as an association as Shanti Prasad Jain speaks of. On the other hand 
it is understandable as a provisional rc-arrangcmcnt of the internal manage- 
ment of the business for their common convenience and greater benefit pend- 
ing a final arrangement. 

Another reason for rejecting the theory tliat Ex. S. 75 indicated the com- 
panies allotted at a partition is that, apart from glaring omissions that would 
have been impossible in a complete partition of the kind pleaded, there were 
important rc-allocations in tlic lots set out in Ex. S. 75 between Shanti 
Prasad Jain and J. Dalmia only two days after the list is said to have been 
signed. If Ex. S. 75 was only a rough list drawn up to indicate the complies 
then under the management of each so as to form the basis of talks pertaimng 
to a reallocation of "management in this group of companies the omissions 
and 5 ub.scqucnt re-allocation between Shanti Prasad Jain and J. Dalmia 
would be understandable. But Uiesc omissions in Ex. S. 75 and the changes 
effected only two days after it was signed arc not consistent with the story 
of a final and complete partition on the date the lists were drawn up. 

The rc-allocations to which we refer arc these. In Ex. S. 75 the follow- 
ing companies appear under the name of Shanti Prasad Jain : 

Govan Bros. Ltd. 


Govan Bros. Rampur. 

These bvo companies managed the Rampur group oUompanies namely, 
the sugar mills at Rampur, the Maize company and the Distillery. 

In Ex. S. 75, the following appear under J. Dalmia’s name ; 

S. K. G. Sugar Mills-ci/m-Lauriya Farm. 


Universal Bank. 

In the later lists tliat were given to us we find 
Wc were told Aat the change was made only tv ,'0 days after b . . 
signed. 

Shanti Prasad Jain’s explanation of this is ^p/uphveen 

he attached any importance to Ex. S, 75 because they had no 9 . 

thernselves and so it did not matter what conipanies were assi^ 
as they knew they could dways effect an amicable re-arranpraen 
themselves at a later date; and they actually did so a couple of ^ 
they signed Ex. S. 75. The reason for the exchange was that ^ 
lived in Delhi and Shanti Prasad Jain in Dalmianagar, so it 
venient for each to have companies situated in the area in wnicn n 
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They did not think of amending the list after they did tliis because no one 
attached any importance to it. 

This does not sound likely. 

But whatever the reason for the execution of S. 75 the fact remains that 
no importance was attached to the distribution of the .companies at the 
“partition” of April 1948, No one really cared which company went to 
whom. They were satisfied with what R. Dalmia did. 

And more than that. They did not even bother to value the assets. 
Though Shanti Prasad Jain told us that the principles of the partition evolved 
themselves Shriyans Prasad Jain (W. 47) said diat he helped to form the 
basic principles of the dissolution and that they were decided upon before 
Ex. S. 75 was drawn up. But he said that the interests of the three in llicse 
t'arious companies were not valued because valuation did not form one of 
the principles of this queer partition. But K. N. Bajaj said it did. 

Much of that kind of attitude is understandable if what was done in 
April 1948 was an internal re-arrangement of management for the sake of 
mutual convenience among themselves pending a final solution. If that was 
all that happened and the arrangement set out in Ex. 1216 was still in force, 
then this indifference about assets and the allotment of companies' and the 
absence of any kind of valuation of assets is understandable. Everything 
would still be joint and the income from the companies would still be pooled 
and distributed in accordance with the shares set out in Ex. 1216. So it 
would not matter very much how the internal management of the group 
business was re-arranged among themselves. The profits would flow in as 
before, probably in greater volume because of a better streamlining of the 
management leading to more efficiency. But the monetary interests of each 
would remain as before and each would continue to benefit from the efforts 
of the others because each would still be working for all and benefiting them- 
selves accordin^y; “all for each, and each for all”. 

On the other hand, the kind of story put forward for a dissolution of a 
business association embracing concerns worth many crorcs of nipccs is 
wholly improbable. It is utterly divorced from the facts of life and offend 
one’s knowledge of the business world and of hard-headed industrialists. 
The story breaks down at every point where it can be tested. 

Even Shanti Prasad Jain admitted in one of his, many long winded 
explanations. 

“By this partidon we only mean that our effective control over the 
respective companies is separated now. Wc wanted by this 
partition that our responsibility regarding the manacement of 
the said companies is separated out so that wc may be able to 
have a smaller sphere and carry on our job in our smaller 
sphere. . . .TTie companies were most immaterial; whatever wc 
get or remained confined to tliosc companies.” 




CHAPTER VI 
THE LAURIYA FARM 


We will now look into Shanti Prasad Jain’s case about tlic Lauriya farm. 
That at least was a tangible asset and it was held by the group jointly. It 
was bought in Shanti Prasad Jain’s name but he said it was paid for by the 
three of them and he admitted in his application of 1-3-60 that the other 
two had a “share, right, title and interest” in it. Shanti Prasad Jain was 
•therefore a bemmidar so far as the shares and interest of the other two were 
-concerned. He also told us that as the title deed (Ex. S. 187) stood in his 
name there was no need to execute formal deeds transferring the interests of 
the other two to him. So, according to him, the transfers of the “share, 
right, title and interest” were effected by the simple expedient of making 
entries in their respective books of account. We will quote liis own words. 

“In the books of the three persons the ownership of Pitaji (R. Dahnia) 
and Chachaji (J. Dalmia) in the farm was transferred to me 
and it is represented by the book entries in respect of the books 
of the three persons.... I paid the book value as rcprc.scntcd 
in the books of Pitaji and Chachaji.” 

Now if we accept his view of how, to use the language of his application, 
the “share, right, title and interest” of R. Dalmia and J. Dalmia could be 
transferred to him by simple entries in the books of account, we have 
.at any rate, a matter here that, according to his thinking, was simple and 
straight-forward. No complication was involved, not even Uic drawing up 
of a legal document or the signing of lists of shares. Tlic book values of 
the different shares were already there entered in the various books of 
account; and as the agreement was to pay these book values by means of 
•entries in the books there was nothing to prevent at least that being done 
on due date and the transfer being made effective on the date fixed, namely, 
31-5-48. It trill be remembered tliat the agreement to effect liic transfer 
on that date is said to have been reached in the middle of April. So there 
-were full five weeks for making the necessary entries in the books. But what 
do we find? 

The entries were not made on that day and were entered at a later date 
in some blank spaces in the personal account books of both Shanti Prasad 
Jain and J. Dalmia under date 31-5-48. In both sets of books liiesc entries 
■arc obvious interpolations and there is much to show that they arc not 
■genuine and that the books were manipulated, at any rate in respect of the 
Lauriya farm transaction. 

But before we go into that we will comment generally on Shanti Prasad 
Jain’s conduct about these books. 

As we have seen, the most important evidence about a partition on 
31-5-48 is the sale of the Lauriya farm. It is the only tangible asset that 
the group is said to have owned; and it is the only tangible transaction that 
is said to have been effected as on that date. All the rest is intangible and 
notional : a mere decision taken in April 1948 to have nothing to do with 
each others business as from 31-5-48, a decision that was not implemented 
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on that day but wliich was carried through in a leisurely way after 31-5-48 
at different stages and on different dates. It is admitted that nothinc actuallv 
htippcncd on 31-“5-*48j and it is further admitted that tlic only concrete 
evidence on paper to indicate an implementation of the decision to effect 
the partition as from 31-5-48 is the I^uriya farm transaction. The truth 
of the story about the.Lauriya farm is tlicrcforc of vital importance in testine 
the truth of the story of a partition on 31-5-48. 

Nc.xt it is admitted that their mode of giving effect to tlie transfer of this 
faiTO was to make entries in their respective account books. Therefore, 
quite apart from anything else, tliesc books arc the most important and vital 
pieces of evidence on tlic question of -a partition on 31-5-48, 

In view of tlic special features of this ease where there is no document 
or deed to evidence or effect the dissolution, the trustworthiness of the account 
books is more than usual importance. It is vital therefore that account books 
in tliis sort of case should have been regularly kept and that they should be 
above suspicion. But what do we find ? 

These books were not regularly kept; they were held back and were 
not brought to light till die very last stages; they have been manipulated; and 
witnesses called to prove the entries in diem given demonstrably false 
evidence about them. 


Tlic Commission was appointed on 11-12-56 but before anything could 
be done a writ petition was filed in the Bombay High Court. No stay was 
ordered but the Commission voluntarily stayed its proceedings except for 
certain procedural matters. 


At a hearing on 29-3-57 at which all the members of the group were 
represented, the Commission said, 


“Tlicre is power in the Commission to obtain the information either 
from die parties or from outsiders; but the Commission would 
like to know whether the parties concerned would volunteer 
to answer queries and supply information to the OfiBcers of the 
Commission before the statement is finalised, and indeed for 
the purpose of being able to finalise the statement,” 

The answer of counsel was that they not say anything without consulting 
their clients. 


'■ Tho next oublic hearing of the Commission was on 22-4-57. There was' 
no levh lo t^TabovTquery. Counsel for R. Dalmia said that he had not 
had a ^4mce of consufting his client. Mr. Shah, who appeared .for Shanti 
Prasad Jain and J. Dalmia, merely asked for an adjournment m view of 
the writ proceedings that were then pending. 


The Commission said, 

“Parties were informed that unless they, agreed to disclose relevant 
documents and to give necessary information the Com- 

mission will have to obtain necessary information and/or docu- 
ments by resorting to its powers under the Commissions of 
. Inquiry Act.” 

The Bombay High Court gave its decision on 29-4-57 and dismissed 
the petition except on certain points that do not concern us here. There 
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was an appeal to the Supreme Court and the appeal was also dismissed 
except on a point that also does not concern us now. 

One of the points specifically taken in the Bombay High Court by all 
the parties was that the Act and Notification violate the provisions of Art. 
20(3) of the Constitution. This point was also taken before the Supreme 
Court but was not pressed at that stage as it was considered premature. The 
Supreme Court said, 

“It is frankly stated by the learned counsel that this point is rather 
premature at this stage and that he desires to reserve his clients 
right to raise it in the future.” 

It will be seen that the point was not abandoned and that it was 
expressly reserved for future use. 

The Commission held a public hearing on 30-9-58 for settling its pro- 
cedure. Mr. C. C. Shah was present on behalf of Shanti Prasad Jain. 
Objection was taken to the use of section 5(2) by the Commission but the 
objection was rejected, the Commission holding that it had power to resort 
to section 5(2) if and when necessary. It was also pointed out that section 
5(2) confers a protection and the Commission said that each question of 
privilege would be decided when it arises ; 

“We have been given certain powers and section 5(2) confers a 
certain protection because disclosure can only be ordered ‘sub- 
ject to any privilege’. Each question of disclosure will be 
decided if and when the matter arises.” 

The objection taken to the right of the Commission to resort to section 
5(2) was therefore specifically rejected. 

As there was no response the Commission was obliged to resort to its 
powers under the Act. Accordingly it issued a notice to Shanti Prasad Jain 
under section 5(2) on 27-12-58 asking for information about the purchase 
by Shanti Prasad Jain from D.C.P.M. of shares in 4 companies, (1) Albion 
Jute Mills, (2) Lotluan Jute Mills, (3) Dehri Light Railway Co. Ltd., and 
(4) Bharat Collieries Ltd., and about their subsequent sales. The Com- 
mission also called upon him, under section 4(b), to produce the account 
books and vouchers relating to these transactions. 

The information asked for was given on 16-2-59 so far as the purchases 
were concerned but no information was given about the sales; also there was 
no reply to the notices under section 4(b) to produce the account books and 
vouchers. 

In his reply Shanti Prasad Jain said that the payment to D.C.P.M. was 
by book adjustments and that the payment was made tltrough Ashoka 
Marketing. He was, therefore, asked on 15-4-59 how and when the 
payment was made through Ashoka Marketing; and he was again summoned 
under section 4(6) to produce the account books and vouchers. 

He did not comply, so two reminders were sent. He twice asked for 
time and in each case the request was granted. The last reminder was 
sent on 3-11-59 nearly a year after the original notice. Despite Uiat there 
was no compliance. 

Similar notices were sent to Shanti Prasad Jain on 10-6-59 under Section 
5(2) asking for details about the purchase by him of certain preference 
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shares of Allenbcrry & Co. He asked for time. Time was granted. A* 
remmder was issued and eyentually a reply was sent on his behalf by 

10-8-59 challenging our right to resort to section 5(2) 
imd claiming the protection of Article 20.(3). 

Our right to call for for the account hooks and vouchers nor 
questioned in that reply. 


We issued similar notices to two of Shanti Prasad Jain’s companies oil' 
the same date, 10-6-59, regarding the sale by them to Shanti Prasad Jain . 
of certain Allenberry shares. The two companies were Rishab Investments- 
and Bharat Collieries. Both are public limited companies. 


Their replies were identical with ^hat of Shanti Prasad Jain except as 
regards Article 20(3). _ First a request was made for time on the same- 
date as Shanti Prasad Jain’s request and then came the reply from Mr. Kapur 
challenging section 5(2) in exactly the same words. 


Shanti Prasad Jain admitted in his evidence that these companies were' 
under his control, and in answer to a series of questions asking who 
authorised these public companies to instruct Mr. S. K. Kapur to raise this- 
objection about section 5(2) he said, 

“The appropriate authority in, the case of the two companies was- 
myself. I gave appropriate information to Mr. Kapur to present.. 
this application under section 5(2).” 

The only reason that he could give for. his conduct, apart from saying : 
that he had been so advised, was, 

“We gave information that we thought it was necessary, for the • 
Commission. We withheld the information which we considered nor 
necessary," 


Shanti Prasad Jain was not able to tell us whether he was a director; 
in either of these two companies nor how he exercised control over them. . 
But even if he v/as a director he had no right to instruct them to withhold 
information asked for in a public inquiry and thus attempt to balk a statutory 
investigation. No question of privilege could arise in their cases. This- 
was a clear abuse of his power of control. 

Similar notices were issued to Dharanghdara Trading Co., another of 
Shanti Prasad Jain’s companies, under section 5(2); also account books and. , 
vouchers were called for under section 4(b). Here again there was no-- 
compliance. 

Ivfessrs Med Myas and Kapur asked to be heard in support of the 
three answers given on behalf of Shanti Prasad Jain, Bharat Collieries and' 
Rishab Investment on 10-8-59. Accordingly we heard them at a public^ 
hearing on 27-10-59 and Mr. Ved Vyas argued the applications witli 
Mr. Kapur sitting by his side. Our order about that, dated 29-10-59, is as ■ 

follows, 

“Shanti Prasad Jain’s application also states tliat he claims the pro-- 
tection of Article, 20(3) of the Constitution. In clarification of this- 
Mr Ved Vyas said that the ground on which the protection was ■ 
sought was that Shanti Prasad Jain apprehended that disclosure by 
him of whether or not he purchased certain Preference and Ordinary 
I shares in Allenberry & Co. and the circumstances in which they' 
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; were bought and later sold, and the persons or companies from whom 
they were bouglit and sold (assuming that they were) and the 
sources from which he obtained the money for their purchase might 
- incriminate him in respect of certain offences of which he has been 
accused by the Registrar of Companies, Delhi, among them, criminal 
breach of trust, cheating, falsification of accounts, forgery and certain 
allied offences including offences under section 222 of the Indian 
Companies Act, 1913; as also offences under the Control of Capita! 
Issues Order in respect of the sanction given by the Examiner of 
Capital Issues for the issue of shares of Dalmia Jain Ainvays.” 

Mr.- Ved Vyas also said that the information asked for under section 5(2)' 

“might provide a link in a chain of evidence that might lead to his 
incrimination on the above and other charges. Accordingly he 
claimed the right under Article 20(3) of the Constitution not to 
furnish the information.” 

As we were not getting anywhere by pursuing this line of inquiry sve 
held that the questions asked by us under section 5(2) were relevant and 
useful for the purposes of the inquiry but that 

“on further consideration we have decided not to exercise our powers- 
under section 5(2) for the time being in respect of these three applica- 
tions in order to avoid prolongation of the inquiry by repeated 
piecemeal attacks on the constitutionality of the various provisions 
■ of the Act. Accordingly, for the present, we withdraw the summonses- 
issued under section 5(2) to the three applicants named in this- 
order.” 

In view of that the questions that Shanti Prasad Jain has raised 
under Article 20(3) of the Constitution does not arise. 

As' the summonses are withdrawn no further order is necessary. 

It will be noticed that- there was lio attack on our powers to order the 
production of documents under section 4{b) and no objection of any kind 
was raised about that; nor in fact could any have been raised. The' account 
books were admittedly relevant because they were produced 3i years later 
by J. Dalmia and Shanti Prasad Jain in support of their case about partition; 
and the Supreme Court has held that Article 2()(3) does not apply to 
account books because they in themselves arc not directly incriminatory. 

Apart from this Shanti Prasad Jain denied in the ^yitncss box that he 
had ever claimed the protection of Article 20(3) and said that Messrs. Ved 
Vyas and Kapur had not received instructions from him to raise this ple:t 
on his behalf and that Mr. Ved Vyas had no authority to appear for him. 

As a matter of fact Shanti Prasad Jain did raise the pica specifically 
in his writ petition in the Bombay High Court and we do not believe him 
when he says that he did, not read Mr. Kapurs reply, dated 10-8-59 to our 
notice, dated 10-6-59. He was asked, 

“Did you read ' those applications that he sent? 

' His reply was, 

“No.' Probably now only when we were discussing I saw them”. 
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In his affidavit, dated 11-4-57 before the Bombay High Court, Shanti 
Prasad Jam said, jo-. 


‘‘The counsel for the parties appearing” (which included counsel for 
ohanti Prasad Jain) ‘‘pointed out the di&culties. particularly in view 
of Article 20(3) of the Constitution, and ultimately the Commission 
left It to the option of the parties to file such replies.” 

And later, 

At the first meeting held before the Commission it was pointed 
out to the Commission on behalf of the parties” (which included 
Shanti Prasad Jain) “appearing that the provisions of the Notification 
read with the Commissions of Inquiry Act violate Article 20(3) of 
the Constitution. The Commission then stated that the objection 
may be taken at the appropriate time.” 

In the petition itself Shanti Prasad Jain said, 

“The provisions of the said Act read with the Notification violate 
the petitioner’s rights under Article 20(3) of the Constitution.” 


Not only did he take and press the point in the Bombay High Court but 
lie pursued it right up to the Supreme Court and there, far from abandoning 
it, he reserved his right to raise the point at a later stage. When therefore 
we find counsel taking the point at a later stage we are not able to believe 
that the plea was taken without authority. This is particularly so in view 
of Shani Prasad Jain’s subsequent conduct. There was no repudiation till 
he entered the witness box 2i years later though there were several occasions 
when it could have been raised and would have been raised if there was 
any truth in what Shanti Prasad Jain now says. 


However, Shanti Prasad Jain told us in his evidence that this matter haci 
been given great prominence in the Press and that he was greatly agitated 
when he read about it on the next day. He said that he had several meetings 
with Messrs. Ved Vyas and Kapur and 

“We thought over the matter very seriously with these counsel and 
other counsel how we should redress, the wrong that has been done 
arid your order which withdrew these notices came to the aid of 
these counsel. You said in the order, “We have heard Mr. Ved Vyas 
... .no further order is necessary”. 


Now this raises two points. The first is that the matter that agitated 
Shanti Prasad Jain was the publicity given in the Press to Mr. Ved Vyas’ 
statement and the consequent injury to Shanti Prasad’s^ reputation.’ It is 
difficult to see how this was redressed by an order that said in effect that for 
the present we would accept Shanti Prasad Jain’s objection and would act 
on ffie assumption, (a) that he had the right to claim the protection of 
Article 20(3), and (b) that unless he was given that protection his answers 
to the questions that we had asked him might, incriminate him. To any 
reasonable mind it would seem that his silence in those circumstances would 
only make matters worse so far as his reputation was concerned. 

The second point is that he specifically claimed the protection of 
Article 20(3) in the Bombay High Court and that he continued to press 
the point in the Supreme Court and there expressly reserved his n^t to 
raise the Point later. It is our view that he did want to try and take shelter 
under^Article 20(3); and whether or not he instructed Mr. Ved Vyas to 
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-appear for him he certainly instructed Mr. Kapur. At the same time he 
was anxious to leave an impression on the minds of the Commission that 
he was much too straightforward a man to seek shelter under such a techni- 
cality however much he had the right to do so. We will develop this as 
we go along. 

Any way, though Shanti Prasad Jain knew on the very next day what 
"Mr. Ved Vyas had said he made no attempt, either publicly or privately 
to repudiate it for months. 

There was a public hearing on 11-12-59 at which both Mr. C. C. Shah 
and Mr. Ved Vyas were present. There was another on 1-2-60 at which 
Mr. C. C. Shah was present and there was one on 14-3-60 when 
•Messrs. Bhagwati and Shah appeared for Shanti Prasad Jain. Mr. Bhagwati 
•argued an application asking that the issue of partition be decided first. He 
was asked whether his clients, J. Dalmia and Shanti Prasad Jain, would 
-enter the witness box and whether they intended to claim the protection of 
Article 20(3). The Minutes of that hearing record his answer as follows, 

“He gives us an undertaking that his clients (J. Dalmia and Shanti 
Prasad Jain) will enter the box in support of their statements in 
those applications; also that they will not claim the protection of 
Article 20(3) of the Constitution when cross-examined on the matter 
of partition and matters relevant thereto; also that his clients arc 
« willing to be cross-examined on matters that occurred prior to the 
date of partition provided they led up to or have a bearing on the 
. question of partition.” 

Why should Mr. Bhagwati have made this carefully guarded statement 
confining the undertaking to the issue of partition if there was no intention 
to claim the protection of Article 20(3) at all. It must be remembered that 
this statement was made after the statement of Mr. Ved Vyas that had caused 
Shanti Prasad Jain such agitation and after he had had careful consultation 
with a number of counsel. In any event, Mr. Ved Vyas was present at that 
hearing and one would have thought that here was the chance to repudiate 
what he had said, or at any rate to say that there had been som'e mis- 
understanding which Shanti Prasad Jain wanted to clear up and that in 
view of that, he would withdraw what had been said by Mr. Ved Vyas and 
make it quite clear that he did not intend to hide behind Article 20(3) on 
any point. 

After this there were public hearings on 17-3-60^ and 23-3-60 but again 
there was no repudiation and we were still left with the impression that 
Shanti Prasad Jain still intended to claim the protection of Article 20(3), 
with the modification that he would not claim it on the issue of pairition. 
Incidentally, this seemingly public spirited offer to waive the protection of 
the article on this point had no meaning at all because Shanti Prasad Jain 
had not been accused of any offence arising out of a partition. So no 
question of Article 20(3) could arise. 

On 2-4-60, Messrs. Bhagwati and Shah called at tlie Office of the Com- 
mission and asked to see the Chairman in connection with a letter, dated 
30-3-60 written by Mr. Shah on behalf of Shanti Prasad Jain. The Chairman 
and Member, Mr. Chaudhuri, saw them both in the Chairman’s office. They 
were told that the matter would be considered at the next internal meeting 
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on 4-4-60 when the Accountant Member, Mr. Mocly would also be present. 

hearing of the application and asked us to sit on 
•b-4-60, a day on which we had not intended to have a public hearing. To 
■suit their convenience we had a public hearing on that day just to hear this 
■application and one of 18-3-60. 


One of the matters raised by Mr. Bhagwati was that Shanti Prasad Jain 
was uneasy and upset over the publicity that the proceedings of the Com- 
mission were receiving in the press and wanted us to tell the press not to 
use the expression Dalmia Jaip Group and asked us not to use it ourselves. 
Mr. Bhagwati spoke about this in connection with an application of -18-3-60. 
■He also said tliat Shanti Prasad Jain was very upset over the publicity that 
had been accorded to Mr. Ved Vyas’ statement and that Shanti Prasad Jain 
■had told him, Mr. Bhagwati, that Mr. Ved Vyas had no business to make 
-such a statement and that Shanti Prasad Jain had not instructed Mr. Ved Vyas 
■40 appear for him. This was on 2-4-60. There was no mention of this in 
-Mr. Shah’s application. 

The Chairman said that if that was true he would have to take serious 
rnoticc Of Mr. Ved Vyas’s conduct and was about to record Mr. Bhagivati’s 
statement. Mr. Bhagwati then immediately withdrew it and said that that 
was what Shanti Prasad Jain had told him but that he was not prepared 
to make any such statement. 

Now it so happens that our order of 14-3-60 contained the following . 
remarks. Tin's was the order.in which we dismissed Mr. Bhagwati's applica- 
tion asking that the issue of partition be decided before" the other matters 
were taken up. The letter of Mr. Shah, dated 30-3-60 was really an applica- 
tion for review of that order. 


The order said, 

“On 27-10-59 there was a public hearing in which Shanti Prasad Jain 
and R. Dalmia. . . .also claimed the protection of Article. 20(3) on 
the ground that they were apprehensive that their answers might tend 
to incriminate them in respect of a series of charges that had been 
made -against them.” 


It continued, 

“Shanti Prasad Jain and R. K. Dalmia were represented by the same 
counsel Mr. Ved Vyas. Shanti Prasad Jain did hot raise the issue 
of partition and did not say that his interests in this respect were in 
conflict with those of R. K. Dalmia in that, if anything improper 
occurred Shanti Prasad Jain had nothing to do witli it and, because 
of the partition, knew nothing of the matter. Had their interests been 
conflicting one would have expected them to be represented by 
different counsel” 


It is obvious., that Mr. Bhagwati’s instructions were the direct outcome of 
those remarks., 

"Tn one of our public hearings in October or November 1961, Mr. Shah 
ndooted the same attitude as Mr. Bhagwati. When his attention was drawn 
fo Mr Ved Vvas’s statement he very indignantly repudiated it and repeated 
Avhat Mr Bhagwati had told us; but the moment the Chairman started to 
record it he at once withdrew and said that he was not prepared to make any 
-.statement about the matter. ■ • 
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TIjc first public repudiation came from Shanti Prasad Jain 2i years, 
later, on 30-1-62, when he was driven to it in the witness box; and even 
there the repudiation of Mr. Kapur did not come at once. Shanti Prasad, 
Jain’s attention was drawn to Mr. Kapur’s letter of 10-8-59 and we said, 

“Your reply comes on 10-8-59. You sent a reply through Mr. Kapur 
claiming protection under Article 20(3) of the Constitution.” 

All that Shanti Prasad Jain said at that stage was, 

“I find it there.” 

He did not then say that the claim to the protection of Article 20(3). 
was unauthorised. He did not make this repudiation till he was pressed 
more strongly about Mr. Ved Vyas after six typed pages of questioning. 
Needless to say, after what we have set out above, we do not believe him 
when he says that Messrs Kapur and Ved Vyas exceeded their instructions. 

In the end we get back to this. The questions that we asked on 
27-12-58 and 10-6-59 were not answered, except in one case partially; 
and the books and vouchers that we asked for were not produced. Some- 
sort of objection was taken about section 5(2) to the questions but no 
objection was taken in those replies to our ri^t to demand the production 
of the books under Section 4(b), There was silence and non-compliance- 
with our order. 

We come next to the production of the books; and at this, point wc 
pause to remark that there was a marked contrast between the conduct of 
J. Dalmia and Shanti Prasad Jain in this behalf. The former, at any rate, 
did not try to hide what little, in the end, he did produce; and despite the 
imperfections in his books and in the file of vouchers he placed them frankly 
before us for our inspection. Shanti Prasad Jain continued evasive and 
secretive to the end in respect of these books. 

J. Dalmia filed the list of documents on which he intended to rely on 
4-1-61 and Shanti Prasad Jain on 9-1-61. J. Dalmia filed copies of the 
entries in his books on 17-1-61 and Shanti Prasad Jain on 22-7-61. But 
they did not produce the originals for comparison. J, Dalmia’s books and 
vouchers were produced on 25-10-61, the day on which Fateh Chand 
Bhutani (W 17) and Laxmi Shankar Lai (W 18), who were called to prove 
these entries, were examined. 

Now it is obvious that there can be no thorough cross-examination about 
books that arc produced for inspection at the time the witnesses are being 
examined. The cross-examination of these two witnesses was adjourned for 
two days to give Mr. Petigara time to look through the books; but that 
again was unsatisfactoiy. 

Seeing the difficulty that Mr. Petigara experienced over J. Dalmia’s 
books Mr. Shah was asked on 21-12-61 about the originals of the copies 
that he had filed of entries from Shanti Prasad Jain’s ledger and journal. 
He said that he would produce the originals whenever desired. Accordingly 
a letter was sent to him on 30-12-61 directing him to produce the originals 
on 15-1-62. They were produced on 17-1-62 but Shanti Prasad Jam 
refused to allow them to be inspected. Mr. Shah said that, 

“he is willing to show the entries of which he has given copies but 
is not willing to allow inspection of the rest unless some particular 
entry is asked for.” 
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2 fter the entries had been 

compared with the copies; a process that naturally revealed nothing. 

After this brief revelation, the books were not produced again till 23-1-62 
when Laxmi Shanker Lai (W 18) was recalled by Shand Prasad Jain to 
prove the entries on which he relied. 


. Saturday, 20-1-62, Mr. Shah told us at the end of the day that 
Jns objection to inspection of the books only applied to Mr. Petigara and 
the oihee and not to the Commission. It will be observed that it took his 
client three days to think this over and that we were told this just before 
we closed down for the week end. 


Tlie books appeared again on 23-1-62 when Laxmi Shankar Lai (W 18) 
was recalled by Shanti Prasad Jain. Mr. Shah repeated what he told us. 
on die Saturday at the opening of his examination of this witness. Ip the 
circumstances the cross-examination of this witness about the personal books 
of Shanti Prasad Jain could only be perfunctory. It bad to be directed to' 
general questions and the practice in the ofBce. \^en we came to comment 
on diese account books we will see that these tactics were deliberate. . 

There is another point. J. D. Dalmia -produced the vouchers and his. 
counsel very rightly and properly let us have the entire file. Shanti Prasad 
Jain produced no vouchers. After some preliminary fencing in the witness 
box he said that they had been destroyed long ago in the normal course. 
'But why did it take him over 3 years to say this? We called for the 
vouchers relating to some of the entries on which he now relies in proof 
of his case of partition on 27-12-58 and 14-10-59, and we issued 5 reminders 
in the course of the following year. The last was sent on 16-1-60. There 
was no reply. No privilege was claimed: no protection was asked for; 
surely we could have been told that they were no longer in existence when 
we issued our summonses if that was the truth. 


The same criticism applies to these books. They have been produced 
tn nrnve among Other things, the very transactions about which we sought 
Womatioroa2“l-1958®and 14-lil959. Hey Wd toe helped lo 
Show Whether Shanti Prasad Jain had any connection with ^lenberry and 
D C P M at the dates we had in mind. They would have shown in 1958 

and 1959 iust as clearly as Shanti Prasad Jain says they show now -whether 
and lyoy j . -L 31 . 5.1948 or not. He clearly thinks that they are 

and^ii^rtant because he has produced them Md has relied on 
hk case We tried to get information about these matters 
?nd orobfteo torn tal 0 ^.“? agamft a blank mDItisharilysnn,*- 
tee it we n“ drdw the conctasion that either he was afraid his books would 

nrl h^r close Srutiny and that with time at our disposal unpleasant facts 
not close sem y contam what we 

imght be no other rational reason for not pro- 
now find m them We ^ books 

ttem"llv*“ve wfltoe that there is much in them to justify this criUcism- 
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A curious incident occurred about the inspection of J. Dalmia’s books. 
Mr. K. C. Jain appeared for J. Dalmia and he handed over in person 
J . Dalmia s account books and the file of vouchers pertaining to them to 
Mr. Petigara openly and publicly in the presence of us all and said, very 
rightly and properly and in keeping with the best traditions of the bar, 
that his client did not want to hide anything and that he had no objection 
to Mr. Petigara inspecting the books and file of vouchers. At a later stage, 
Mr. Shah, who did not appear jor J. Dalmia entered a very strong and 
indignant protest against the fact that Mr. Petigara had been allowed to see 
these books and vouchers and examine them. He said that the procedure 
was “unheard of” and “most improper”. 

We will revert here to Shanti Prasad Jain’s conduct in directing two 
public limited companies to withhold from us information that was relevant 
and necessary for the purposes of our inquiry. Again the relevancy and 
admissibility of the information that we sought is evident from the fact that 
Shanti „Prasad Jain himself introduced into evidence the very matter about 
w’hich we sought information on 10-6-1959, 3i years earlier. 

Now a public limited company whose affairs are not under investigation 
is in the same position as an outside witness in a case in court. If a witness 
is summoned to appear for the purposes of giving evidence in the case and 
to produce books it is his duty to produce the books and then, ,if he wants 
to, to take such objection as he wishes to their production. It is an offence 
for one of the parties to the litigation to suborn tliat witness and direct him 
to withhold the evidence and information that is sought from him and tell 
him not to produce the books that have been called for. This is precisely 
what Shanti Prasad Jain did in the case of these two companies. This is 
also the attitude he adopted when J. Dalmia did something that he did not 
like, namely, allow his counsel to hand his account books and vouchers over 
for the inspection of Mr. Petigara. It is clear that he has been trying to 
prevent too close an investigation into these account books all along and 
that he did his best to keep them away till the very last moment when he 
was compelled to produce them or have his case about dissolution dis- 
believed out of hand. It is obvious from the fact that the books were 
produced and relied on by Shanti Prasad Jain, that no objection could have 
been taken to their production at the date on which we had asked for them. 




CHAPTER VII 

ACCOUNT BOOKS OF J. DALMIA AND SHANTI PRASAD JAIN 


We will now examine the account books in so far as they relate to the 
Lauriya farm transaction. This farm, which was jointly held fay R. Dalmia, 
J. Dalmia and Shanti Prasad Jain, was sold to the last named by the first two. 
Therefore, though the entries in the books of J. Dalmia and Shanti Prasad 
Jain record a sale and a purchase respectively, such entries bear an identical 
pattern in the books of J. Dalmia and Shanti Prasad Jain. 

o 

There are several entries about this transaction. Some arc said to have 
been entered by mistake and it is said that they were corrected by means 
of adjustment entries. It is admitted, by Shanti Prasad Jain in the witness 
box and, as we shall see, proved beyond doubt, that none of the entries was 
made on the date under which it appears. The questions therefore arc, ( J ) 
when were the respective entries made; (2) what was the order in which 
they were made; and (3) which was the mistaken entry that had to be 
corrected; or (4) whether there was a mistake at all. 

In order to understand our analysis of these entries it wiii be necessary 
to label them. 

May 31st entries : JDA and SPA 

First there are entries in each set of books under date May 3!. \Vc 
will call them JDA in J. Dalmia’s books and SPA in those of Shanti Prasad 
Jain. In J. Dalmia’s journal. Ex. J. 29, the entry JDA is at page 48 anti 
in the ledger, Ex. J. 33, it is at page 104. The voucher number is 27. 
The entry is as follows ; 

May 31 Seth S. P. Jain 1,35,000 

To investment in Lauriya farm shares. 

Being the amount of Lauriya farm shares sold to 

the former. 1,35,000 

In Shanti Prasad Jain’s journal Ex. S 176, the corresponding entry SPA 
under date May 31 appears at page 24 and in his ledger at page 104. Tltc 
figure in this case is also 1,35,000. 

We will make the following comments about entries ; 

(1) In all the four books these entries arc in blue coloured ink; 

(2) In the two journals the entries on the preceding 3 or 4 pages, 
including other entries of May 31, and dates prior to it, arc in 
a different coloured ink of a black shade. We will cal! this 
colour black; 

(3) In both journals the entries (hat follow the Lauriya farm entry 
of May 31 entry are in the same kind of black ml: .as those 
that precedes it for about 20 or 24 pages riglit dovm to the 
31st of August. 
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(4) In both journals they are the last entries on the respective pages 

on which they are written. They could therefore have been 

entered at any time. 

(5) The pattern of entries in tlie two ledgers is the same. 

(a) The Lauriya farm entry is entered “as on May 31” at 
ledger folio 104 in both books and they are in blue ink; 

(b) The entry above it in both books is of June 26th, 1948 
and is in the kind of ink that we have called black; 

(c) The six entries that follow them arc under date August 31 
and are also in the same kind of black ink; 

(cO The Lauriya farm entry is not in chronological sequence 
witli the ones before and after them. In both ledgers the 
entry above the May 31 entry is under date June 26, 1948, 
and the ones under it of date August 31, 1948. The 
sequence June, May, August in the same year is wrong; 

(c) In both cases there was originally a blank line between 
the June 26th entry and the first of the August 31 entries. 

, The Lauriya farm entry of May 31 has been squeezed in on 
the blank line and this could have been done at any time, 
even several years later. 


September 30 entry JDB and October 31 entry SPB 

We will now turn to the next set of entries that relate to the Lauriya 
f'lrm We will call them JDB and SPB. In J. Dalmia’s books JDB appears 
under date September 30 and in Shanti Prasad Jams books SPB appears 
unde date oSober 31. These dates are the last dates of the accounting 
years of J. Dalmia and Shanti Prasad Jain respecUvely. 

These entries relate to the same transactions as JDA and SPA under 

date May 31. 

In J. Datoia’s journal the entry is at page 95. It ,s as Mo'™' 

September 30 Syt. S.P.Jam 

To investment in Lauriya farm shares 

.1. ornniint nf T auriva farm shares sold to former 

Being the amount ol i.auriya lau 1,35,000 

as per letter. 

Tho voucher number is 48. The corresponding ledger entry is at 

"'In' slanti Prasad Iain’s journal^to 

ff ’Lb’ ther?is *?anothe?ligure of 1.50,000. which was the pnee o( 

S >S>Wa’s%hare in the 

In both l°“Pf Lid toe been inserted at any tune. 

,hey appear -d so could h 

September 30th entr.es TOC S _ 

Next follow the entnes , ^umal these entries are at pge 96. 

68,078^ to J; S" ® 

There are two entnes aoouu 
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entries, was to record his share of the profits from the Lauriya farm by a 
debit to Shanti Prasad Jain’s account in his (J. Dalmia) ledger. 

The corresponding entry SPC in Shanti Prasad Jain’s journal is at 
page 71; but in this case there is only one entry about the figure 1,35,000 
IVe have called it SPC. 

The corresponding entries in both ledgers are at page 104. 


September 30 reversal entry JDE and October 31 reversal entrj- SPF. 

These entries also relate to the Lauriya farm. They appear under date- 
September 30 at page 96 of J. Dalmia’s journal, and at pages 73 and 74 
of Shanti Prasad Jain’s journal under date October 31. The corresponding 
ledger entries are at page 104 in both ledgers. 

These are reversal entries and purport to reverse the entries JDB, JDC 
and JDD in J. Dalmia’s books and the entries SPB and SPC in Shanti 
Prasad Jain’s books. 

The entries that correspond to these reversal entries are at page 104 
in both ledgers. 

The question is whether the reversal entries were made because there 
was a genuine mistake as alleged, or whether it was done deliberately to 
enable entries to be interpolated under date May 31. 

The reversal entries follow immediately after the entries tliat we have 
just described. 

September 30 reversal entries JDF & JDG and October 31 reversal entry SPF 

These entries follow immediately after JDE and SPE and reverse tlic 
entries relating to J. Dalmia’s share of the Lauriya farm profit, namely, 
68,078-1-0. 


It was the practice in previous years to divide the profits from tlic 
Lauriya farm in certain shares. J. Dalmia’s share in the year ending 
30-^-1948 was 68,078-1-0. This was credited to him under date 
September 30 just as if there had been no sale in pursuance of a dissolution 
on 31-5-1948. 

It is the case of Shanti Prasad Jain and J. Dalmia that this was wong 
because the agreement between them was that the entire profit for that year 
should go to Shanti Prasad Jain despite the fact that the sale v/as to take 
place on May 31 and so, in the ordinary way, the otiicrs would have 
been entitled to 11 months profit. In view of this mistake tliey say that 
the entries were reversed and the profit for the entire year was credited to 
Shanti Prasad Jain. 

We will now set out the story that Shanti Prasad Jain and J. Dalmia 
put out about these entries. J. Dalmia and Shanti Prasad Jain led evidence 
to prove their case that there was a partition ns on 31-5-1948 in which the 
farm was assigned to Shanti Prasad Jain and that the transfer to him which 
was to take effect from 31-5-1948, was affected by means of entries in the- 
books of account. Their case is that, as the sale deed of the farm already- 
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Before we lo^ into tlic books we will examine tbe evidence about the 
K maintenance of these books because it will 

of thcL^cmrics practice of that office was departed from in the case 

Lpmi Shankar Lai (W 18) scribed the entries in the books that we 
have just described , He is a clerk in the accounts office of Rohtas Industries 
Ltd. and had worked in that capacity from 4-10-1941. He worked under 
Raj Kumar Lai Srivastava who was tlie accountant in 1948 (Srivastava was 
called as a witness but was given up on 27-10-1961). 


It was the duty of Srivastava to maintain the personal account books of 
R. Dalmia, J, Dalmia and Shanti Prasad Jain. Among these books were the 
Lvo journals and ledgers that we are now considering. Laxmi Shankar Lai 
wrote these books under the direction and supervision of Srivastava. Laxmi 
Shankar Lai says tliat he (Laxmi Shankar Lai) wrote the personal accounts 
of Shanti Prasad Jain till October 1948 and those of J. Dalmia till 30-9-48. 
It will be important to bear this in mind. 


Srivastava was also the accountant in charge of the books of Rohtas 
Industries Ltd. and Dalmia Jain and Co. Ltd. He worked continuously for 
these companies from 1941 dotvn to 1948. Laxmi Shankar Lai does not 
know whether Srivastava kept die personal accounts of R. Dalmia, J, Dalmia 
and Shanti Prasad Jain in 1949.‘ It is important to bear this also.in mind. 


Mukteshwar Prasad (W 25) was also a clerk in the account department 
of Rohtas Industries. His actual work was connected with Dalmia Jain 
and Co, but his salary was paid by Rohtas Industries and he worked -in the 
accounts department of that firm. He also worked under RajTcumar Lai 
Srivastava. 

As far as we can make out, all three worked m the same office, the 
two clerks attending to different sets of books with Srivastava m overall 

charge of them. 

We gather that the practice in the office about the posting of the entries 
was this : 

(1) First the advice would be received by the accountant; 

(2) Then the voucher would be prepared and 

^ ^ either be written by the ™ 

one of die clerks under his direction. Both witnesses are agre 

about this; , ' j • t, 

(3) On the basis of the voucher an entry would be made m t c 

Journal. 

The entry was not necessarily ‘nofmore San 

2 or 3 days later” according to Laxim ShanKar i^ai, an 

3 or 4 according to Mukteshwar Prasad; . j • ti,® 

(4) It was admitted before us that after the entry is made m the 
journal it is posted in the ledger. 
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(5) There is a difference of opinion between the two clerks on the 
following point. 

We have seen that there is sometimes a time-lag of 2 to 4 
days between the preparation or receipt of the voucher and the 
entry in the journal. We gather from Laxmi Shankar though 
he does not actually say so, that in that event the entry would 
bear the same date as the voucher. But Mukteshwar Prasad is 
quite definite about the practice in a case of that kind. He said, 

“Suppose_ a voucher dated 20th of a particular montli was 
received by me two days later, then the entrt^ would be 
22/20th.” 

However, as Shankar La! was not asked about this and as 
Mukteshwar Prasad did not write the books that we are con- 
cerned with, we will take it that the entry in the journal would 
bear the same date as that in the voucher. The important point 
is that in' no event would the writing of the entry be delayed 
by more than 4 days. 

We will now turn to the entries in question. Laxmi Shankar Lai is the 
only one who speaks about them. He was only cross-examined in any sort 
of detail about J. Dalmia’s journal. Ex. J 29. For the reasons given earlier 
no detailed cross-examination about Shanti Prasad Jain’s books was possible. 
But as Laxmi Shankar Lai wrote both sets of books, and as the genera! 
pattern is the same in both sets, what we say about J. Dalmia’s journal and 
ledger wll apply with equal force to those of Shanti Prasad Jain. For the 
present our observations relate to J. Dalmia’s journal, Ex. J 29. 

The first thing that Laxmi Shankar Lai told us was that the entry JDA 
at page 48 of the journal under date 31-5-1948, 

“was made on 31st May, 1948.” 

This was in answer to almost the last question that was put to him on 
25-10-1961. He was called back for cross-examination Pvo days later so 
be had had plenty of time to think this over by the time he was questioned 
about it again on the 27th when he was recalled. He was asked, on the 27th, 

“Do you still maintain that Voucher No. 27 dated 31-5-1948 ,(Ex. J 
40) was made on 31s( May, 1948 and the entry in the journal 
relating to this voucher (Ex. J 40) was made on the same day, 
i.e., 31-5-1948.” 

His reply was, 

“The entry was made on 31-5-48.” 

After some more questions he was again asked, 

. “I put it to 5 'ou that your explanation is totally incorrect and the 
entry of 31st May was never made till such date as the subse- 
quent entries were made.” 

But he insisted, 

“I maintain that the entry in the journal regarding Voucher No. 27 
dated 31st May, 1948 was made on the same day and not subsc- 
' quently as suggested by you.” 


114 


■Jn ^ DO doubt about what he meant and there is no equivocation 

■on 31 j/ 31-5-1948^ was made . 

qpa'^'^ would have been the same in respect of entry 

SPA at page 24 of Shanti Prasad Jain’s journal, 

Wc wll now t^ to the entry JDB at page 95 of the journal Ex. J 29 
under dale o0-9-1948. Here agam Laxmi Shankar Lai insists that this was 
written on 30-9-1948 and not merely entered under that date; or at the 
very outset one or two days later. He repeated this tliree times. The last 
Kjucstion put to him on tins point was, 


I put It to you that Voucher No. 48, dated 30th September, 1948 
was not made by you on 30th September, 1948 or near about 
that.” 


He replied, 

‘'30th September was the closing year and it might be that the voucher 
was prepared a day or two later of the closing of the month. 
I am certain that k was not much later than one or two days 
of the closing of the year.” 

Again, we take it that his answer would have been the same in respect 
of entry SPB in Shanti Prasad Jain’s journal with the difference that accord- 
ing to the witness, the entries would have been made on 31-10-1948 or 
within 2 days of it. 

We now come to the reversal entries at page 96 of Ex. J 29. 

Laxmi Shankar Lai admitted that entries JDA and JDB relate to the 
■same transaction so he was asked why there were two vouchers for the 
same transaction, one dated 3I-5-I948 and the other dated 30-9-1948. 
His answer was, 

^'Ajier book entry" {JDB) “bad been made on the 30th September 
regarding Voucher No. 48 it was detected that posting had 
already been made in the ledger regarding that transaction and 
therefore the entry was reversed.” 

After furtlier questioning he still maintained that 

“I had prepared the voucher on 30th September, 1948.” 

It was put to him, , . . „ - 

‘‘I suggest that your answer is a complete he.’ 


But he persisted, oo.i. o , u .. loic 

“I maintain that this voucher was prepared on 30th September, 1948 

on the dictation of Rajkumar Snvastava. 

TJ „ tTip answer would have been the same in respect of Shanti 

-PrasarjHrfrbooL“hrexccp«on ^.,31-10-1948 would have been 

.substituted for 30-9-1948. , r, 

T frv tiip witness that these entries were not made tnl alter 

28 -£l»“a.e of''L'T«er; Ex , 60 which was shown to d,e 
witness. But he continued adamant and said no . 

rrxu nr. tiiprefoVe be no doubt that Laxmi Shankar Lai’s sto^^ that 
fte TOA was madi SbI, on 31-5-1948 iKelt, and that enUy JDB was 
made a?er it on 30-9-1948 or withm 2 days of it. 
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Now we come to the reversal entry JDE. Here again the witness is 
adamant that the reversal entry was made at the same time as JDB and on 
the same date, namely 30-9-1948. And this is not only the ^oss of the 
witness but is the story that he was brought into the witness box to tell 
because the question was put to him by J. Dalmia’s counsel. Mr. K, C. Jain 
asked him, 

“Is it a fact that the entry on 30th September, 1948 at page 95 of 
Ex. — 29” (entry JDB) was reversed on the same day and the 
reversal entry” (JDE) “was made on page 96” ? 

He replied, 

“The reversal entry was made on the same day, that is, 30lh 
September, 1948. The main entry and its reversal entry on 
page 48, Ex. J 33, were also made on the same day, i.e., 30th 
. September 1948.” 

The witness said this on 27-10-1961. He was re-called by Shanti Prasad 
Jain on 23-1-1962, and in order that there should be no mistakes or mis- 
understanding he was again questioned about this matter after he had had 
three months to think it over and examine the books. So he had plenty of 
time to study the position. The question was put to him by the Commission 
and related to Shanti Prasad Jain’s journal. The question was, 

“Kindly refer to journal folio No. 70 and 73 for 31-10-1948 and 
explain to me the two entries of 2,85,000.” 

These two entries were, one of 1,35,000 which we have been examining, 
and the other of 1,50,000 which was the price that R. Dalmia received from 
Shanti Prasad for his share in the Lauriya farm. The two were related. The 
witness answered, 

“The entry at page 70”, (this is a mistake for page 24 : entry SPA) 
“was made in the month of May, 1948. At the time of posting 
the entry at page 70” (entry SPB) “I discovered that it had 
already been made in May. Therefore I reversed the entry at 
page 73” (entry SPE). 

There is an other reason why, if the witness is telling the truth, none of 
these entries could have been written in 1949; and if they were, they could 
only have been forged manipulations. The reason is this. 

( 1 ) The wimess said that he wrote the accounts of J. Dalmia till 
30-9-1948 and not thereafter. This was brought out by 
Mr. K. C. Jain in re-examination, because earlier the witness 
had said that he wrote the books of J. Dalmia up to 1948; 

(2) The witness also said that he wrote tlie books of Shanti Prasad 
Jain till October, 1948; 

(3) He said that the vouchers relating to the entries were given to 
him or dictated to him by Rajkumar Lai Srivastava first, and 
that after that he made the entries in the books; and 

(4) He said that Rajkumar Lai Srivastava maintained the personal 
accounts of R. Dalmia, J. Dalmia and Shanti Prasad Jain in 
1948; and he said, 

“I caimot say if Rajkumar Lai Srivastava kept the personal 
accounts of Shanti Prasad Jain in 1949 as I have been 
assigned other duties under him.” 
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It is quite clear then, that Laxmi Shankar Lai could not have made any 
of these entries after October 1948, because, if he had, he would have known 
tiiat Srivastava was still in charge of the personal accounts at the date on 
which the entries were made. 


Now that was also the story that Shanti Prasad Jam put forward in his 
examination-in-chief tliough he gave it a different gloss when confronted 
with irrefutable facts that showed that his original story would not hold 
water. It is, therefore, clear to us that the story that Laxmi Shankar Lat 
told us in the witness box- was the one that he had been instructed to tell. 
We can see no reason why a man like Laxmi Shankar Lai, who has nothing 
to gain from tlic sale of Ae Lauriya farm, should go out of his way to tell 
a false story and persist in it after 3 months’ time for reflection and for 
enquiries about tlie facts. It cannot be accident that this false story fits in 
so exactly witli the story that Shanti Prasad Jain had set out to prove. We 
arc convinced that the witness told us what he had been instructed to tell 
us: and that he persisted in it for that reason. - 


Shanti Prasad Jain said in cxamination-in-chief, in reply to a question 
put bv Ills couhscl, Mr. Misra, 

' ■■TI.C MnsMr took placo m Mof 1948 and ® 

this ioint property was, so far as I remember, June 
“r aid fte profits, up to Juno 1948 
account of Shanti Prasad Jain and no profit went to .the sh 
of R. Dalmia and J. Dalraia.” 

He was asked by the Commission, , . 

•■You said the irms/er took placo in 1948, what ettaca, do you mean 
by that.” 


‘’-rii the books of accowit oi the three ^ tcTmf'rad 

Wc have, already referred to tl.e application of 1-3-1960 where there ,s 

” '' SS! t SStaw"s "irS to 

end of May 1948.” 

« j»{ . ' . . 

“Tlie fact tliat the afore^md ^®£^^Shri°J SSmS^an^^fte Apph- 
rSf ofMaf 19 W borne out, inter uii. by the 
Mowing facts and drcumstances. 

The applicant “dd“air1of te 

.frfie’'o?t“ 1 50, MO 'and^fe 1,35,000 respectively on 
3l5t 1948.” . 
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title, whereas the parties held the joint property as joint tenants up to the 
date of severance of status they thereafter hold the joint property as tenants- 
in-common. But the property does not pass, out of the joint family and 
become the exclusive property of a separated member-* until there has been 
an actual demarcation by metes and bounds; and it makes no difference that 
the joint property is held in the name of only one member of the family. 
Even he cannot get the property that stands in his exclusive name until there 
has been an actual demarcation; and that demarcation has to be evidenced 
by some over act. The act that is supposed to have completed the transfer 
in the present case is the entries in the account books. It is possible, by 
agreement, to give retrospective effect to a transfer that is made at a sub- 
sequent date but the date of the transfer is the date on which it is actually 
affected and the retrospective aspect of it is only a matter of adjustment of 
rights and liabilities that are consequential on the transfer, such as an 
adjustment of profits and so forth. 

Anyway, if Shanti Prasad Jain’s subsequent explanation is the truth then 
why should Laxmi Shankar Lai have persisted so obstinately in repeating 
a patent lie time after time, even after three months for consideration ? 

We will now show this story, so elaborately built up, collapses like 
a pack of cards. 


LIOCLA— 6 




CHAPTER Vni 


CHRONOLOGICAL SEQUENCE OF ENTRIES 

Wc will first direct our attention to the order, in point of time, in which 
the entries JDA and JDB in J. Dalmia’s books, and SPA and SPB in 
Shanti Prasad Jain’s, were made. As we have seen, the story put forward 
in the evidence of the scribe was that JDA and SPA were entered first, in 
May 1948; and that JDB and SPB were entered several months later, one 
in September 1948 and the other in October. That is demonstrably untrue. 

We will first see whether the entries JDA and SPA could have been 
made in May 1948 or on any date near that. The figure on which we will 
have to concentrate is 1,35,000. 

We will first look at page 104 of both ledgers. In J. Dalmia’s ledger 
this page contains Shanti Prasad Jain’s account; and in Shanti Prasad Jain’s 
ledger the page bearing the same number (104) contains J. Dalmia’s 
account. The figures in both books are the same except that in one book 
the entries that appear in the Cr column are entered in the Dr column 
in the other; and vice versa. 

Ln both books a balance of Rs. 8,53,278-7-2 is transferred to D.C.P.M. 
at the end of August 31. If we omit the Lauriya farm entries JDA and SPA 
which v/e say were subsequent interpolations, we get the following figures 
up to the end of August 31. 


88 

10 

8 

2,80,010 

0 

0 

623 

7 

0 

55,197 

5 

1 

623 

7 

0 

4,375 

0 

0 




5,15,031 

10 

9 

.335 

8 

8 




8,54,613 

15 

10 


1,335 

8 

8 


8,53,278 

7 

2 


This amount of Rs. 8,53,278-7-2 was transferred to D.C.P.M. by a 
journal entry (No. 66) as of August 31st 1948, and the entry and its 


narration reads as under : — 

"Syt. S. P. Jain 8,53,278-7-2 

To Messrs D.C.P.M. & Co. Ltd., Datmianagar . . . . 8,53,278-7-2 


Being the credit balance of the former transferred to the 
latter.” 

Had the entry of May 31st to the debit of Shanti Prasad Jain not been 
an interpolated entry, then the balance to be transferred to D.C.P.M. to close 
Shanti Prasad Jain’s account would have been reduced by Rs. 1,35,000 to 
Rs. 7,18,278-7-2. Therefore, if we take into account the interpolated entry 
and assume it to be genuine, a transfer of only Rs. 7,18,278-7-2 was 
necessary’, and not Rs. 8,53,278-7-2 as was actually passed. 

We will now proceed to the next set of entries on page 104. In bolii 
books there is a blank line after the last entry' of August 31. A cursory 

1 19 
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Slancc through the books shows that that was the normal ^ i 

i.nc was usually loft between the last entty of a mS aK. fc, 

, of the next month. There arc very few exceptions to this rule. ^ 

1 1 under date September 30 in J Dalmia’s 

both books the figures are the same except that in J. Dalmia’s books S P 
Jam ,s deb, ted and in S. P. Jain’s books J. Dalmia isStS Ttee 
entnes arc the last on page 104 in both books. They are 7 in all in “art 


The third entry is a balance of 39,961-14-0 transferred to D.CP.M. 
J he four entries below it relate to the Lauriya farm. We will ignore these 
for the moment. The two entries above the third are as follows ; 

14,882-15-0 
* 25,078-15-0 


39,961-14-0 

This is the exact balance transferred to D.CP.M. in the third entry on 
September 30 in J. Dalmia’s books and October 31 in those of Shanti 
Prasad Jain's. Again, this, balance would have been impossible if the 
figure of 1,35,000 had been there under date May 31. It is, therefore, clear 
that the May 31 entry had not been inserted even on October 31. 

Wc will now revert for a moment to Laxmi Shankar Lai’s evidence. He 
was asked, 

“In regard to all ledger accounts when is the balancing done ?'’ 


He replied, 

“The balancing is struck immediately after the entries are posted in 
the ledger. 

' )!< * ^ * 

The balance, in the ledger used to be struck at the end of the month.’’ 

Against the entry of 39,961-14-0 which is the balance transferred to 
D.CPM. the word “nil” was written in the balanp column m pencil m 
J.'balmia’s ledger but was subsequently erased. It 

esoeciallv under a magnifying glass. It is a reasonable inference that the 
SerV, ha, balance ,o D.C.P.M. closed fte Septal 
J. Dalraia’s book and that the October 31 e^tp^^lo ed the October ^ 
tions in Shanti Prasad Jain’s book. Alw that the jg^giQp tjjjs 

to the Lauriya farm were made after October 31. chankar Lai’s 

later. At the moment it is enough to show that (jgyj 

insistence that the May 31 entry was made on May 31, 
of it, is false. 

Now w'e said that it is reasonable to infer that the ^^fions 

3f 39,961-14-10 to D.C.P.M. closed the September and t^e 

in the two books and that the entries that come after it \ 
aalance at the end of those months had been struck. In ■ . 5 y 

ialance at that point was nil. This inference is reduced 
eason of the following facts. 

The Lauriya farm was admittedly joint property at one time. 
ng year closed on June 30. It was ibe practice to divide up the p 
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the farm at the end of each year among the three members of the D. J. group 
in certain proportions and, when the advices were received from the farm at 
the end of each accounting year, to credit the various members of the group 
with their share of these profits. 

At page 104 of Dalmia’s ledger the entry that immediately follows the 
transfer entry of 39,961-14-0 is an entry of 1,35,000 (entry JDB). 
Immediately after that is an entry 68,078-1-0 being the “amount transferred 
from Lauriya farm account.” This sum was J. Dlamia’s share of the 
profits from the farm for the farm year ending 30-6-48. 

Now advices from the Lauriya farm about the profits were not received 
by the accountant, Rajkumar Lai Srivastava, till February 1949. So it was 
not possible to tell what the profits would be, or, in fact, whether there would 
be a profit at all, till tire farm accounts were settled. In the meanwhile the 
trial balances and profits and loss accounts of the three members of the group 
had been prepared by Rajkumar Lai Srivastava without waiting for the 
advices about the profits from the Lauriya farm, and these were despatched 
to Shital Prasad Jain. Quite naturally, these trial balances and profit and 
loss accounts did not include these profits as the advices from the farm 
had not then arrived. This is proved by Ex. 363/P. 265, a letter written by 
the accountant, Rajkumar Lai Srivastava at Dalmianagar to Shital Prasad 
Jain. It is dated 25/26 February 1949 and is as follows, 

“Respected Syt Shital Prasad Ji, 

I have received the advices from the Lauriya farm dated 30-9-49 
for the profit /or the year ended June 1948 in the name of R. Dalmia, 
Seth J. Dalmia and Seth S. P. Jain for Rs. 75,642-4-6, Rs. 68,078-1-0 
and Rs. 7,564-3-5 respectively. These amounts were not shown in 
their profit and loss a/c’s as the advices were not received by the 
time when the trial balance and profit and loss a/c’s were sent to you. 
This is for your information. The adjustments will be made in their 
books as on 30-9-48 and 31-10-48. 


Yours obediently, 
Rajkumar” 

This letter was in the voucher file produced by J. Dalmia. 

It is clear then that the entries of 68,078-14-0 and 7,564-3-5 were made 
after February 1949 in the journals and ledgers of both J. Dalmia and 
Shanti Prasad Jain. It is also clear that Laxmi Shankar Lai's repeated 
assertions that they were made on 30-9-48 and 31-10-48 or soon after is 
false. 

Another thing follows from this. Laxmi Shankar Lai tells us tint he 
wrote the personal accounts of J. Dalmia up to 30-9-48 and not thereafter, 
and in the case of Shanti Prasad Jain, up to 31-10-48. He also told us 
that he could not say whether Srivastava was maintaining the personal 
accounts of Shanti Prasad Jain in 1949 because the witness had been 
assigned different duties by then. Tliat means tliat he was no longer writing 
the personal accounts of these two gentlemen after 31-10-48; and yet all 
these entries about the Lauriya farm are in his handwriting. Tliis shows 
that he was taken off whatever other work he was doing for the special 
purpose of manipulating these books. 
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Wc will now cxaminC'tJic two entrie«: nf n7s i n n a ^ /- 
lUUo t,.rthor. At p;,go 94 of J. D Sk Ldlf 
j iirnal . entry JDD) we find the following under date September 30. 

“By Balance transferred to Seth S. P. Jain a/c.”. 

It is . our view that the entries JDB, JDC, JDD and the corresnnnHina 

I04cf Tv^ Shanti Prasad Jain’s books were made after the 8th of Varclf 
1949 because of the letter of 7/8 March/ 1949. 

If wc turn to the entry JDB at page 95 of J. Dalraia’s journal we find 
^e following narration against the entry JDB of 1,35,000 under date 
September 30 ; , 

“Being tlie amount of Lauriya farm shares sold to the former” (that 
is Shanti Prasad Jain) “as per letter." 


The voucher for this entry is numbered 48 and was in the voucher file 
produced by J, Dalmia. It has been marked Ex, J 50, Attached to the 
voucher was the letter referred to , in the narration just quoted. 

That is a letter (Ex, J 60) dated 7/8 March, 1949 written by H, D, 
Bishnoi at Dalmianagar, with copies to the accountants of the three 
members of the group. As the entry JDD makes reference to this 
letter it is obvious that the entry could not have been made before the 
letter wa^ received by the accountant Rajkumar Lai Srivastava in March, 
1949, - 


Copies of tins letter were Sent 'to the accountants of R, Dalmia, J, Dalmia 
and Shanti Prasad Jain. Actually all three of them had only one accountant 
between Aem for their personal accounts, namely Rajkumar Lai Srivastava. 
But, despite that, three copies of this letter were sent, presumably to 
enable one copy to be attached to, the relevant voucher in each of the three 
accounts. ITie letter is in the following terms. 


“Regarding entry for sale of Seth R. Dalmia and Seth J. Dalmia’s 
share to Lauriya farm to Seth S. P. Jain, I have advised the 
accountant to pass the entry on book value as on 30-9-48 in the 
Book of Seth R. Dalmia and Seth J. Dalmia and corresponding 
entry in the books of Seth S. P. Jain on 31-10-48 and also to send 
the hundi as desired by you. Regarding entry of profits for Farm’s 
year ended June 1948 I am of opinion that entry of profits be passed 
in the books of Ae partners .and have advised the accountant to 
pass the entry in their books for the year ended 30-9-48 and 31-10-48 
respectively. 

At the foot there are these postscripts : 

“c.c. to the Accountant, Seth R. Dalmia to pass the necessary entry 
in his books. , . 


to the Accountant, Seth J. Dalmia to pass the necessary entr}' 
in his books. 


to the Accountant, Seth S. P. Jain to pass the necessary entry 
in his books,” . 


Now it is reasonable to assume, that this letter was wntten m the 
ordinaiw course; and if it was written in the ordinary course and w^ 
recei^ from the head accountant, H. D. Bishhoi at Dalmianagar, it is 
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reasonable , to assume that those who worked under him would carry out 
his instructions; and that is just what we find was done. 

The letter directs that entries be made in the various books to show a 
sale of the farm to Shariti Prasad Jain at “book value". Also, that the 
entry be made in the books of R. Dalmia and J. Dalmia “as on 30-9-48”, 
and in those of Shanti Prasad Jain “as on 31-10-48.” 

It is admitted that the book values of the shares of R. Dalmia and 
J. Dalmia were 1,50,000 and 1,35,000 respectively; and we find that those 
sums were duly entered m exact accordance With the directions contained 
in that letter. 

The sum of 1,35,000 is entered at page 95 of J. Dalmia’s journal under 
date 30-9-48 (entry JDB). There are corresponding entries of 1;35,000 
(entry SPB) and 1,50,000 in Shanti Prasad Jain’s journal under date 
31-10-48. 

It is important to note that though this letter speaks of a sale of tlic 
farm to Shanti Prasad Jain, it does not say that the sale took effect from 
May 31 and that the entries should accordingly be made as on May 31. 
On the contrary, the letter directs the entries to be made as on 30-9-48 
and 31-10-48. 

We now turn to the second paragraph of that letter. It directs that 
the profits be also entered in the books as on 30-9-48 and 31-10-48. The 
amounts of the profits were given in the latter, Ex. 363/p. 265 dated 25/26 
February 1949 to which we have already referred and we find that the 
entries were made as directed. The 68,078-1-0 was entered at page 96 
of J. Dalmia’s journal under date 30-9-48 (entries JDC and JDD) and 
the 7,564-3-5 in Shanti Prasad Jain’s journal under date 31-10-48. 

We will now show that the entries of May 31 (JDA and SPA) were 
not in the books when the entries JDB, JDC, JDD and the corresponding 
entries in Shanti Prasad Jain’s books were made. 

We will turn again to page 104 of both ledgers. We have already 
shown that the entries JDA and SPA of May 31 could not have been made 
up to the point when the balance of 39,961-14-10 was transferred to 
D.C.P.M. as on September 30 in the one case and as on October 31 in the 
other. 

The entries immediately after the 39,961-14-0 are the entries JDB and 
SPB of 1,35, 000 ‘in each of the books. They pertain to the transfer of 
the Lauriya farm to Shanti Prasad Jain. After that comes tlic entry of 
Rs. 68,078-1-0 (JDC) which debits the account of Shanti Prasad Jain 
for the Lauriya farm profit owing to J. Dalmia. These entries arc also 
under dates September 30 in J. Dalmia’s books and as on October 31 in 
Shanti Prasad Jain’s books. 

Wlien the 39,961-14-0 was transferred to D.C.P.M. the balance at that 
point was nil as we have shown. The next two entries therefore left a 
balance of 2,03,078-1-6 as under : 

1 , 35 , 000 - 0-0 

68 , 078 - 1-0 


£, 03 . 078 - 1-0 
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In J. Dalmia’s ledger this left at Dr balance in Shanti Prasad Jain’s 
account, and in Shanti Prasad Jain’s ledger a Cr balance to J. Dalmia. In 
J. Dalniia’s ledger we find that the following was written in pencil in the 
balance column against the second of those two entries. 

“Dr 2,03,078-1-0”. 

1 

This has been rubbed out but,, except the figure 2, tlie remaining figures 
are still discernible under a magnifying glass. The figure 2 is not very 
clearly discernible but it is evident that some figure was there. 

Now this could not have been the balance at that point if the entry JDA 
of May 31 had been written in the book before these two entries. . There- 
fore the sequence is clear. First came the two entries JDB and JDC written 
after March 1949 ' because of the letters of February and March 1949. 
(Exs. 363 /p. 265 and Ex. J 60). At some unascertainable date after this 
the May 31 entries JDA and SPA were interpolated between the June 26 
entry and the first entry of August 31 on the blank line that had been left 
between these two months. 

We reach the same conclusion from R. Dalmia’s a/c on page 102 of 
Shanti Prasad Jain’s ledger. Here again the Lauriya farm entry of May 31 
was interpolated on the blank fine left between the two months. If we 
omit Ae figure of 1,50,000 (which is the sum R. Dalmia paid for the 
Lauriya farm) and total up the Dr and Cr columns up to the end of 
August 31, we get a Dr Balance of 2,92,805-11-8 as follows. 


68 , 395 - 6-0 

32 . 000 - 0-0 
38 , 600 - 0-0 

10.000- 0-0 
44 , 980 - 0-0 
61 , 330 - 5-8 
68,000-0-0 


10 . 500 - 0-0 
20,000-0-0 

30 . 500 - 0-0 


3 , 23 , 306 - 11-8 

30 , 500 - 0-0 

2 , 92 , 805 - 11 -^ 

find that this balance was transferred to D.C.P.M. It forms the 
case 102 This could not have been balance at that poinl 
£ May 31 entty Ld been there. Therefore it is clear that the entry SPA 
rf Ma731 was inserted after August 31. 

Tf WP nroceed with the balancing from that point, startmg a nfi 
If we prt^ee m because of the transfer to D.C.P.M., and 

fusfbefofe ie^Xrsal entries we get the following : 

1 , 891 - 12-8 14 , 467 - 14-0 

4 - 13-3 
4 - 10-6 
12 , 571 - 6-10 

r4,472-ll-3 

14 . 467 - 14-0 


4 - 13-3 
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This debtor balance of Rs. 4-13-3 was entered in pencil against the last 
of these entries and was later rubbed out. It is clear that the book for the 
end of October 31 was balanced at this point and that the entry of SPA of- 
May 31 had not been made up till then. 


A little later this balance of Rs. 4-13-3 was also accounted for and tlic 
account was closed. The accountant member Mr. N.' R, Mody drew 
Shanti Prasad Jain’s attention to this in the witness box. He' showed that 
the entry of 1,50,000 relating to the Lauriya farm was made after R. 
Dalmia’s account had been closed in Shanti Prasad Jain’s books on October 
31st 1948 and after receipt of the later 7/8 March 1949. He showed 
that, like the other entry about the 1,35,000, this was also a subsequent 
ante-dated interpolation squeezed in under date May 31 long after this 
account had been balanced and closed as at the end of October 3 1 . 

We find more pencil entries and subsequent erasures at page 48 of J. 
Dalmia’s ledger. There are only four entries there and they arc as follows : 


1947. Oct. 1 .. To balance transferred from OLF 1,35,000 


1948. May 31 
1948. Sept. 30 


By c/o shares sold to Seth 
S, P, Jain. 


1,35,000 nil 

(in pencil and 
rubbed oul).- 


By c/o shares sold to Seth 
S. P. Jain. 

To amount of entry of date 
reversed. 


1,35,000 nil 

(in pencil and 
rubbed out). 
1,35,000 nil 

(in ink) 


Now the “nil” against the third of these entries (JDB) docs not make 
sense unless neither the May 3 1 entry nor the reversal entrj' was there when 
the September 30 entry was made; which again shows that the May entry 
JDA was made after the September entry JDB. If the May 31 entry was 
already there the word nil could not have been written with the May 31 
entry staring the scribe in the face. 


We will now examine the reversal entries. We have already seen that 
Laxmi Shankar Lai said that he made the entry JDB (voucher No. 48) in 
J. Dalmia’s books on September 30 or soon after. He was then asked 
about the reversal entry JDE. He said, 

“After book entry had been made on 30th September regarding 
voucher No. 48 it was detected that posting had already been made 
in the ledger regarding that transaction and therefore the entry was 
reversed.” 

He made this statement on 27-10-61 when he was c.xamincd as 
J. Dalmia’s witness. 

He was rc-called on 23-1-62 (nearly 3 months later) as Shanti Prasad 
Jain’s witness and gave the same explanation for the reversal entries in Shanti 
Prasad Jain’s books; except that, this time, the reversal entries 3ycre made, 
according to him, on October 31 or soon after. WTicn asked about the 
reversal entries he said, 

“The entry at page 70 ‘(entry SPB)’ was made in the month of 
May 1948. At the time of posting the entry at page 70 I discovered 
that it had already been made in May, Therefore I reversed tlic 
entry at page 73.” 
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Now wc have shown tliat this is false. If he was telling the truth it 
would mean that , he made a mistake in the books touching a sum as large 
as 1,35,000 in one place and 1,50,000 in another; a total of 2,85,000. The 
mistake involved a large number of corrections, not only in the two journals 
but also at various places in the two ledgers namely at pages 102, 104, 94 
and 48 in each. It also involved corrections and erasures of a whole series 
of pencilled balances. It is quite clear tliat he could not have done on his 
own authority, and it is equally clear that such a mistake would have shaken 
the accountant and Laxmi Shankar Lai to the core. 

Now if the story is true, the mistake in J, Dalmia’s books was discovered 
in September 1948 because Laxrni Shankar Lai says that the September 
entries in J. Dalmia’s books were made within 2 days of September 30th, 
And'' yet he says that the accountant and he made exactly the same mistake 
when they were writing up Shanti Prasad Jain’s books within a month of 
this colossaT error in September or October 1948. Of course, the story is 
untrue, and if it was just a question of believing or disbelieving this' witness 
the matter would be trival. But the real question is, why , did he tell these 
lies ? And why did he persist in them after 3 months for reflection ? A 
mere slip of memory is not the answer. It would be impossible for a man ' 
in his position to forget a mistake of this magnitude involving a series of 
corrections, alterations or pencilled balances and erasures of pencilled entries 
in three sets of books each consisting of a journal and a ledger and involv- 
ing a series of vouchers. It must be remembered that these two men were- 
also in charge of R. Dalmia’s personal accounts at that time, so this whole 
process would have to be gone through in his book's as well. The question 
still- remains, -why ? ■ 

If Laxriii Shankar Lai’s stoiy is not true-^and we have shown that it, 
is false, then, at the very earliest the entries were made many months later, 
and that, as we have seen, was a departure from the normal practice of 
the office where the time lag between the date of the voucher and the 
making of the entry was never more than 2 to 4 days. 

Now Shanti Prasad Jain was examined by the Commission, about these 
entries and about the practice in his office and was asked whether he could 
throw any light, on how and when the entries had been made. He said, 


• “It is a matter of importance for my partition I have 

made inquiry into this matter and I can say on the basis of 
information that I had collected since etc It is 


, ' a matter of very serious importance to me. These entries relate 

to three persons, e.g., Pitaji, Chachaji, and myself. These had 
been done with the concurrence of three persons. This inter- 
polation has not been for the purpose of some outsider or for 
some outside considerations. This thing has taken place 
between April 1948 up to some time March/April 1949.” 

Laxmi Shankar Lai was still employed in Rohtas Industries, one of the 
concerns controlled .by Shanti Prasad Jain when he gave his evidence. It 
would be straining creduhty to breaking point to say that Shanti Prasad 
Jain knew nothing about what Laxmi Shankar Lai had said on 27-10-61. 
But- if he did not know already he certainly knew about this colossal mistake 
in the account books that so vitally affected his case of partition when the 
witness spoke - about it; It W'ould require a Very credulous person to beh'eve 
that Shanti Prasad Jain did not make full enquiries from Laxmi Shankar 



127 


Lai and Rajkumar Lai Srivastava about what had happened; especially 
as Laxrai Shankar Lai was to come again as Shanti Prasad Jain’s witness 
in order to depose about these very transactions. In spite of all that Laxmi 
Shankar Lai persisted in his story three months later. What conclusion 
is one to draw ? 

And what was Shanti Prasad Jain’s attitude' in the witness box ? Not a 
straightforward story about the result of his inquiries, but a lot of beating 
about the bush and explanations about accounting practice and saying in 
one breath, 

“It is not my case that these entries were made on 31st May. My 
case is only that on that relevant period before 31st May it was 
decided that this should take place on 31st May.” 

And then speaking about probabilities, he said, 

“Your remarks that these entries might have taken place afterwards, 
I do not dispute. They might have been entered at a point 
of time, probably at the same point of time as you say in 
Pitaji’s and Chachaji’s and Shanti Prasad Jain’s books.” 

All of which was beside the point so far he was concerned. What we 
wanted from him was the information that he received from his owm 
employees about matters that related to his own books and his knowledge 
about the entries. On that point he did not repudiate Laxmi Shankar Lai 
but said that the result of his investigations was that 

"This thing has taken place between April 194S up to some time 
March/AprO 1949,” 

v/liich, of course, covers what Laxmi Shankar Lai said, nanicly tliat tlie 
entries of May 31 were made on that date and the reversal entries in 
September or October, or soon thereafter. Therefore, it is clear tliat, 
according to him, his investigations did not reveal that the entries were made 
after March 1949. This showed that they might have been made any time 
after April 1948, that is to say, this might have been made on 31-5-48 as 
Laxmi Shankar Lai said they were. It is clear to us why Laxmi Shankar 
Lai persisted in his lies even after his re-call as Shanti Prasad Jain’s witness 
three months later. 

In our opinion the sequence of events was this, 

1. No entries about the Lauriya farm were made till after despatch 
of the letter Ex. 363/P. 265 on 25/26 February 1949 and 
receipt of the letter Ex. J. 60 dated 7/8 March 1949; 

2. This was because, 

(a) No one at Dalmianagar knew anything about the sale of 
the farm till March 1949; and 

(b) the advices about the profits of the farm for the farm 
year ending 30-6-48 were not received till February’ 1949; 

3. After receipt of the advices and the letter of March 1949, tlic 
profits were distributed in tlie books in die normal course ns 
on September 30 in J. Dalmia’s books and as on October 31 
in those of Shanti Prasad Jain. ^ 

These entries were made after March 1949 just as they would have 
been if there had not been any sale ud to those dates. 
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These entries the profits are the ones that we have called 

JDC and JDD in J. Dalmia’s books. 


There are corresponding entries in Shanti Prasad Jain’s books. 

4. At the same time, the entries JDB and SPB, about the sale 
were entered as on September 30 and October 31 exactly as 
directed in the letter of March 1949. This was the first intima- 
tion about the sale of tlie farm that was reeeived at Dalmia- 
nagar. No one there knew anything about the story of a sale 
on 31-5-48 at that time. 

5. One some unknown date after March 1949 the decision to 
ante-date the sale to 31-5-48 was taken, and the scribe and the 
accountant were directed to mampulate the books so as to make 
it appear that the entries JDA and SPA had been made on 
May 31 or soon, after; and to make it appear that the entries 
of September 30 and October 31 were mistakes that had to 
be corrected. 


Shanti Prasad Jain laid great emphasis on the fact that these books 
had been produced before the Income Tax Officer and that they were 
initialled by him on 7-3-50. So, he says, these entries must have been there 
before the returns were submitted to the Income Tax Department. 

But that means nothing, because, by reason of the reversal entries, the 
balances were not affected and the entries are so positioned that they could 
have been inserted at any time. Therefore, the mere fact that the Income 
Tax Officer saw the books on 7-3-50 and signed them on that date does 
not show that the May 31 entry and the reversal entries were there at that 
time. Also, we know that certain entries were made in the books of 
J. Dalmia as late as 1951 consequent on the orders of the Income Tax 
Investigation Commission. They were written by Bhutani (W 17) and 
some of them, e.g., at page 2 of J. Dalmia’s ledger, were admittedly written 
in 1951 after the Income Tax Officer had signed that page on 7-3-50. 
If those entries could be made after 7-3-50, so could the ones that we are 
now considering. 

In his arguments, Mr. Misra laid stress on the fact that the words 
"as on May 31” appear at page 104 of both ledgers, and he argued that 
that itself showed that the entries were made in good faith and that they 
were made at a subsequent date, that is, after 7/8 March 1949, and that 
though the entries were interpolations there was no intention to mislead 
or deceive. 

But that also does not follow. The case that we have been asked to 
accept is that the decision to partition this property was taken in April 1948 
and that the agreement was that the actual partition was to take effect 
as on May 31. In the ordinary way the entry would have been made 
either on May 31 itself or soon aftenvards and the words “as on” could 
have been inserted to show that though the decision to pardtion was taken 
in April 1948, it was to take effect “as on May 31.” 

In our. opinion, these account books are worthless quite apart from the 
fact that we have discovered manipulations in them. The value of account 
books lies in the fact that they are regularly kept, that manipulations and 
interpoladons are not easy because of paging, periodical balancing and^so 
forth. ' .... • 
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The books that we have here are not of that kmd. They arc full of 
blank pages and blapk spaces so that, as we have seen, subsequent interpo- 
lations were easy. 

The paging of both journals has been done subsequently, and all at one 
time. The numbers are written in the same ink, and the fact that this was 
not. done ahead of time is evident from the fact that the paging stops exactly 
where the last entries in the two books appear despite the fact that blank- 
sheets follow the last entry. Also, the paging could not have proceeded 
simultaneously with the entries because in that event they would have been 
written in the same ink as the entries bn that page or the page before or 
after it. The paging was therefore done after the two journals had been 
completed. 

In the ledgers where Laxmi Shankar Lai said the- balancing was done 
at the end of each month we find a series of pencilled balances erased 
from time to time as subsequent entries were added. In the few cases 
where the balances were transferred to other accounts so that the entries 
about the transfer had to be made in the body of the books, erasures were 
impossible and then the manipulations were at once exposed. 

These books are not only wortliless as evidence but they have been 
manipulated and false evidence has been led in support of the manipula- 
tions. Laxmi Shankar Lai who has nothing to gain out of the manipulated 
entries could not have come before us with such a carefully prepared story 
that fits in so exactly with the case as originally presented by Shanti Prasad 
Jain in his application dated 1-3-60 unless he had been tutored. He could 
not have thought of such an elaborate story on his own account. 

These books are also of no value because, though meant to be the 
private books of the parties, they do not represent their total wealth. As 
far as J. Dalmia’s books arc concerned, the Income Tax Officer has said 
so clearly in his assessment order for 1953/54. Either one maintains 
books or one does not; and how can incomplete books be relied upon ? 
For example, if a company were to maintain books recording some transac- 
tions and omitting the rest, what is the worth of such books ? 

Another point is that Shanti Prasad Jain has at least two sets of books. 

Shriyans Prasad Jain said in examination-in-chief that, 

“there were mw accounts-books assets and imdisdoscd assets.” 

He was therefore questioned about tliis by the Commission and said, 

“As I was trying to explain to you there were three kinds of shares. 
Shares that were held by individuals, shares held by companies 
and shares that were not disclosed.” 

He was asked, 

“What exactly do you mean by ‘not disclosed’ ? He replied, 

“Shares tliat were not in the books, cither in the individual hooks 
or in the books of the companies.” 

The matter was punsued by the Commission when Shanti Prasad Jain 
entered the witness box. It was found from his books that he hod borrowed 
very heavily from certain banks and that he had advanced the moneys so 
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I^^waslold scheduled companies, D.C.P.M. and Allenberry 

According to your books you have no assets because your assets 
are matched by your liabilities. You can see that what has 
happened here is that though you have got investments in the 
year 1947/48, correspondingly your liabilities have increased 
terribly. Your capital is fractional compared to your total 
assets.” 

That was the background of the questioning. He was shown his books 
and was asked, 

“Tliat was the extent of your capital as recorded in the books?”' 

He said, 

“Yes sir, as recorded in the books.” 

So, he was asked. 

“That is to say the books are not complete so far as your other 
assets arc concerned ?” 


He said, . 

“Yes, sir.^’ ‘ 

Then he was asked. 

“You are supposed to have a.cquired 6065 shares of a particular 
company under the partition. You had no shares of your own. 
It is' not mentioned in the ledger,” 

He said, 

“'Might be in some other ledger.” 

So. he was asked, 

“Did you have two sets of books ?” 

He said, 

“My wife’s books and children’s books were also there.” 

According to the Balance Sheet of Shanti Prasad Jain as on 31st 
Detober, 1948, . die following position emerges : — 


Investments 
l/mriya Farm . . 

Book Debts — 

Current Accounts 
Others 

Outstanding income 
Income-tax receivable 
Advance payment of tax 
Cash and Bank Balances 


Less : Liabilities 
Loans from Bank 
On current Account 
Other liabilities 


Total Assets 


77,08,074 

100 


34,34,245 

3,00,000 


77.08,174 

73,061 

31 

1,18,272 

4,120 

1,16,37,903 


34,03,732 
81,79,461 ■ 

16,527 

1,15,99,720 

Net Assets Rs. 38,183 

representing 

caoital. 
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1. This statement shows that some transfers of shares look place in' 
1948, but not sufficient to give voting control. This is amply borne out 
in this Balance Sheet because the total investments are only Rs. 34,34,245. 

2. It win be observed that the bulk of the money has been lent out on 
Avhat is called “Current Account”— Rs. 77,08,074 mainly to Dalmia Jain & 
■Co. Ltd. (Rs. 61,40,840) and Rashtriya Investors Ltd. (Rs. 10,00,000). 

3. Loans from Banks amounting to Rs. 34,03,732 were as follows ; — 

Rs. 

Allahabad Bank Ltd., Calcutta 32,53,732 

Union Bank Ltd., Bombay .. 1,50,000 


34,03,732 


4. The liabilities on Current Account — Rs. 81,79,461 are due to — 

Ashoka Marketing Ltd., Dalmianagar 71,24,754 

Ashoka Marketing Ltd., Calcutta 10,54,707 

87,79.461 


5. To sum up the above, the investments of Rs. 34,34,245 and Book 
■debts on Current Accounts Rs. 77,08,074 aggregating Rs. 1,11,42,319 arc 
more than matched by the loans from Banks — Rs. 34,03,732 and liabilities 
on Current Accounts — Rs. 81,79,461 totalling Rs. 1,15,83,193; and the 
Balance Sheet discloses the ridiculous position that the capital of Shanti 
Prasad Jain as on 31st-October, 1948, as recorded in his private books shown 
to us, is only Rs. 38,183. This distinctly proves that the said books arc 
incomplete and cannot be relied upon. 

The various transfers of shares that we were shown are fractional 
■compared to the numbers that would be necessary to give them control of 
the various companies : and the explanation gven was that the ones shown 
to us do not represent the total holdings because the bulk of the shares arc 
held in blank transfer. But we were not given any idea of how large they 
were, nor who held them, nor whether they were also transferred and when. 
The picture that Shanti Prasad Jain chose to disclose to us is therefore on 
the face of it very incomplete, and this evidence is wholly insufficient to 
establish that there was a final and complete disruption of this vast industrial 
empire worth crores and crores of rupees by showing us a little incident here 
and a little incident there which do not necessarily lead to an inference of a 
complete partition; and deliberately hiding the bulk of the facts and with- 
holding the most important items of evidence and cooking up entries in 
accounts books and giving false evidence about them. 



CHAPTER IX 


WERE THE INTERPOLATIONS INNOCENT? 

Having determined the order in which the Lauriya Farm entries were 
made and having reached the conclusion that the earliest entry in the account 
books about this was scribed in or after March 1949, we will now ascertain 
why the first set of entries were made under date September 30 and October 
31, 1948 and not May 31, and will determine whether that was due to a 
mistake. 

Shanti Prasad Jain said that, 

“The only mistake that has been made is that he has made the 
entries as on September 30 in Mr. J. Dalmia’s books and as 
on October 31 in Shanti Prasad Jain’s books which he has 
^ reversed on the same date and that he has corrected these 
entries. Either they were in existence at that point of time 
as on May 31, 1948 or he has made those entries as they ou^it 
to have been made as on May 31.” 

TIis case is, therefore, the same as the one made out by Laxmi Shankar 
Lai in his evidence, namely, that the entries JOB and SPB of September 30 
and October 31 respectively were mistakes which were rectified the same 
day. What we have to see is whether that can hold water. 

The first point to notice is that the decision to make tlicse entries did 
not emanate at the accountant level; Rajkumar Lai Shrivastava merely 
carried out the instructions of H, D. Bishnoi. 

Shanti Prasad Jain cleared this up by saying, 

“So far as the accountant is concerned, he docs not make them. 
He receives instructions from H. D, Bishnoi. He is absolved 
from all responsibility when he receives instructions.” 

That carries us back to the Bishnoi-Shital Prasad level. 

Shanti Prasad Jain’s e.xplanation is that there was disagreement between 
H. D. Bishnoi and Shital Prasad Jain who were jealous of each other and 
were not pulling on well. He say that Shital Prasad Jain directed that the 
entries should be as on May 31, 1948 but Bishnoi did not want to carry 
/out these instructions, so he perversely directed the accountant to enter 
them as of September 30 and October 31. He said, 

“It appears that H. D. Bishnoi did not want to carry out the instruc- 
tions of Shital Prasad Jain. He says that I have advised that 
these entries be passed on September and October 1948. 

Naturally Shital Prasad appears to have insisted that 

these transactions have taken place as on 31st May, 1948 and 
the profit of June should also go to tlic account of S. P. Jam. 
Tlie decision was that the entry should be in the bewks of 
S. P. Jain and not in the books of the partners. H. D. Bishnoi 
was the top man but Shital Prasad had much larger autlionty in 
; this matter.” 
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this'sort of tussle between H. D 
i:>isnnoi and Shital Prasad Jam was probable. 

Reverting the story about the decision taken in April 1948 to separate 
from May, 31, Shanti Prasad Jain told us that, ^ 

“R. Dalinia deputed Shital Prasad to work out, slightly in more 
detmls, wlmt will be its implication and how this will be 
implemented. - 

.p^ was also rthe person who scribed the list of companies, 

Ex. S 575, and, according to Shanti Prasad Jain, Shital Prasad was the one 
Avho insisted on Shanb Prasad Jam signing the list; and Shanti Prasad told 
vs that that is tlie only reason why he signed. He said. 

He must have put that note and said ‘please sign it’ and w'c signed. 
We cannot refuse him .” 

Shanti Prasad Jain was asked, 

“What was the significance of 31st May, 1948 ?” 

He replied, v 

“Because we came to a decision about 2Pth April, finalised the whole 
thing by ^Oth April and we had about a month.” 

He \yas asked, 

“Did you regard it as an important decision ?” , 

And he answered, 

“31st May be regarded as an important thing.” 

Then he was asked, 

“Was the decision to -separate on 31st May reached before the 31st 
May, 1948 ?” 

He replied," - 

“As I said, some time by, 20th of April.” 


In examination-in-chief Mr. Misra asked. Shanti Prasad Jain, to tell us 
which of the important employees were told about the partition. Shanti 
Prasad , ans>vered, ' - ' ' ' . . , 

. ‘ ; “This was- another decision. After the decision .was taken that the 
person concerned will inform to the chief executive or to his 
' own or'^anisation, .. nmnedictre/y of the decision of the partition 

' of the D. J. ,' group. As a result of that the chief ..executive so 

far as my companies were concerned I informed him.’' 

. In cross-exaniination he was asked, 

“Did vou ' issue a memo, to Shital Prasad that the dirtribution has 
to be effected nr /rom 31-5-1948 ?” 

He answered, 

“He .was, told sir .By 20th April by three of us.” 

Thprefore it is dear that, according to Shanti Prasad Jain, Shital Prasad 
received definite instructions about 31-5-1948 in April 1948 and tliat he 
knev/ all about the importance that was attached to this date. 
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t, Prasad was not only the Chief executive 

but he plaj^ed the most important part in advising about the mechanics of 
me dissolution.- So he knew all about the details in both capacities. Shanti 
Prasad also said that Shital Prasad told Bishnoi to make tlic entries as on 
May 31 but Bishnoi refused to do so because he did not pull on well with 
Shital Prasad and resented his interference. Therefore, according to Shanti 
Prasad Jam, H. D. Bishnoi also knew. 


Shanti Prasad Jain said, 

‘To give effect to this decision that was arrived at the time of the 
marriage the working of the same itw entrusted to Shital Prasad 
Jain. He was at that time working at Dalmianagar for working 
out the whole details.” 


Wc now turn to the position of H. D. Bishnoi. 

Shanti Prasad told us that, 

“H. D. Bishnoi, who was No. 1 executive at Dalmianagar was 
appointed to look after the responsibilities of caretaker.” 

If he was made responsible and was made the caretaker, it is obvious 
that_ Shanti Prasad Jain must have informed him also about this matter in 
April; and as he was to bear the brunt of the responsibilities and assume 
the duties of caretaker it is obvious that he must have been supplied with 
all the details; in any case, he was told about the date 3I-5-I948. 

Now what were those details so far as the Lauriya Farm was concerned ? 
Shanti Prasad Jain is quite definite that the decision about this was reached 
in April 1948; and he said, 

“The decision was that the entry should be as on 31st May 1948 
and the profit of the June should be //; the books of S. P. Jean 
and not the books of the partners.” 

It is, therefore, clear that Shital Prasad Jain and H. D. Bishnoi would 
both have known about this decision in April 1948. 

Tile ne.xt point is that if they Icnew that so much importance was attach- 
ed to the date 31-5-1948, would they not have told die accountant Rajkumar 
Lai Shrivastava before May 31, 1948 to record the transactions on May 31. 
Wc find it difficult to believe that bodi slipped up on a matter like diis; 
and still more difficult to believe that Bishnoi would have gone against the 
instructions of Shanti Prasad Jain just because he did not like Shital Prasad. 
It must be remembered (if Shanti Prasad Jain’s stoiy' is true), that the 
decision about May 31, was that of Shanti Prasad and that it wa.s conveyed 
to Bishnoi by Shanti Prasad himself; it was not a decision of Shital Prasad. 

But let us assume that they both slipped up on this niattcr. or that there 
was this difference of opinion between them. Tlie trial balances oi the 
personal accounts and the Profit and Loss account, were sent to Shital 
Prasad Jain before 26th February 1949 and those balances did not show 
this transfer (See Ex. 363/265). It is understandable (hat the protii could 
not have been included because they were not then known; but that oocs 
not apply to the sale. That ought to have been entered. Siircl} Shilnl Pra^.A 
.Tain would have taken steps about the omission then. 
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But, even if he slipped up again at that stage, when the matter was 

February 1949 surely that at least would 

nave rung a bell in his memory. 

Now Shanti Prasad Jain says that Bishnoi disregarded the instructions 
.given to him out of pique because of his jealousy of Shital Prasad But 
■zs we have said, this was not a decision reached at the Bishnoi-Shital Prasad 
level, pe mstructioiis were ^ven by Shanti Prasad Jain himself in person 
in April 1948. Is it conceivable that Bishnoi would have deliberately 
flouted Shanti Prasad Jain’s authority and instructions simply because he 
•did not like Shital Prasad ? We inake it clear that that is the case that 
•Shanti Prasad Jain put forward. His explanation, given to us after he had 
.made enquiries was. 


It appears that H. D. Bishnoi did not want to carry out the instruc- 
tions of Shital Prasad Jain. He did something which he ought 
not have done and he was forced to reverse this state of affairs.” 

But even if Shanti Prasad Jain had not told them specifically about the 
Lauriya Farrn, he certainly told them to effect as “complete” and “final” 
a severance as was possible by the 3\st May 1948. If, therefore, Shital 
Prasad Jain was insisting that the directions that he was giving Bishnoi 
about the Lauriya Farm were those of Shanti Prasad Jain, then, in the 
event of a difference of opinion between Bishnoi and Shital Prasad Jain, 
would not both of them have gone at once to the fountain head to ask for 
-^clarification ? We have seen how careful Shital Prasad Jain was over the 
list Ex. S. 75. This is evident from the fact that he made them, all sign 
the list, though, as Shanti Prasad Jain admits, the signature of R. Dalmia, 
which was already there, (they did not all sign at the same place), would 
have been more than enough. Is it conceivable that Shital Prasad would 
go on quarelling with Bishnoi and let Bishnoi issue the instructions that 
he did in the letter of March 1949, if those were the facts ? 


But even if Bishnoi was still obdurate would not Shital Prasfld have 
brought this to the notice of Shanti Prasad Jain immediately ? How is it 
that "shanti Prasad Jain knew nothing about this matter even when we 
questioned him in 1962. He was only able to give us a roundabout explana- 
tion of what might have-happened and what he inferred had happened after 
makine “careful inquiries”. He. did not say that they came to him and 
•soughr clarification at his hands, or that Shital Prasad came to him at the 
time and told him that Bishnoi refused to carry out Shanti Prasad’s 

instru.ctions. . . 


The only reasonable inference to draw from these facts is that neither 
■Shital Prasad Jain nor H. D. Bishnoi knew anything about this story of a 
ns on the 3 1st of May; nor did they know that the decision was 
to credit the whole of the Lauriya farm profits to Shanti Prasad Jam for the 
farm year ending June 30, 1948. 

And that brinas us to the next point. How is that the Lauriya farm 
nnnX kMW uothina at all about this and told Rajkumar Shrivastava m 
Siary l949 to dfstribute the profits just as if nothing had happened ? 

J P Saxena (W. 23) was the Secretary of the Lauriya farm at the 
Tplevnnt time’ He said that the farm was transferred to Shanti Prasad Jam 
•Sclusively either in April or May and that instructions to that effect were 
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sent to him a few days before the marriage of J. Dalmia’s daughter, that is 
he received the instructions in April 1948. He said, 

“Just a few days before the marriage of the daughter of J. Dalmia, 
Shanti Prasad Jain telephoned to me in respect of sending the 

reports, which were sent to me to Delhi He told me that 

the entire ownership of the farms had been transferred to him 

I should consult him only. These instructions were in 

reply to my written note to R. Dalmia’s Secretary at Delhi.” 

If this is true, how is that there was a slip up even at the Lauriya farm 
end and that no instructions were sent either to H. D. Bishnoi, or to Shital 
Prasad Jain, or to the accountant Rajkumar Lai Shrivastava? How is it 
that the advices that Rajkumar Lai Shrivastava received from the Lauriya 
farm in February 1949 said not a word about the transfer, still less that it 
had taken place on 31-5-1948 ? {See Ex. 363/p. 265 which we have 
reproduced earlier). Surely all these different employees could not have 
slipped up on an important matter like this involving Rs. 2,80,000 worth of 
property as well as several thousands of rupees in the shape of profits; 
especially after Shanti Prasad Jain had gone to such great pains to issue 
explicit instructions to them all even to the extent of ringing them up on 
the telephone to emphasise the urgency of the matter. We are clear that 
Saksena’s evidence is also false. We are clear that neither the Lauriya 
farm, nor H. D. Bishnoi, nor Shital Prasad Jain knew anything about the 
transfer till after February 1949 when the advices dated 30-9-1948 about 
the profit of the Lauriya farm for the year ended 30-6-1948 were sent to 
the accountant. And when they came to know about the transfer between 
26-2-1949 and the 7/8th March 1949, they did not know anything about 
the date 31-5-1948. That was a much later afterthought. 


It is evident from the letter of March 1949 that some time between 
February 1949 and March 1949 they decided that the Lauriya farm should 
be transferred to Shanti Prasad Jain; but we are of opinion that tlie decision 
to ante-date the transaction to 31-5-1948 and make it appear as if the 
transfer had taken place on May 31, was reached after March 1949. That 
is why the entries JDB and JDC and JDD in J. Dalmia’s books and the 
entries SPB and SPC in Shanti Prasad Jain’s were entered first. Those 
entries were not mistakes. They were the direct outcome of the letter 
of March 1949 and were obviously made because Bishnoi Was told to 
instruct the accountant to make them in that way and to distribute the 
profits in the way mentioned in the letter. Wc are not able to believe 
Shanti Prasad Jain’s story. 


We have examined the story about the Lauriya farrn at length because 
it is the most vital part of the case about partition. It is the one place 
where we can lay our hands on something tangible and concrete and 
examine it. All the rest of the story is fluffy and intangible and is niddcn 
behind veil after veil of ingenious hypothesis and conjecture and sugges ion. 
This is the one place where it has been possible to tear all these curtains 
of conjecture aside and get at the truth. 


Also, even as the Lauriya farm is the most vital part of 
to prove this part of the story of partition, so are Ae account boc. s l k 
most vital part of the evidence to prove that fact. This was tlie one place 
where there should have been no difficulty m giving 
straightforward evidence if the case was true. It has because 

the most vital part of the evidence, the account books, has been manipulated 
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and false evidence has been brought to bolster up the manipulations If 
that IS the state of affairs in the most vital part of the stor\' how can any- 
thing else be trusted? ^ 

As regards the shares. All the transfers of shares on which reliance 
is placed are after 31-5-1948, except one. They do not, therefore, in them- 
selves relate back to 31-5-1948. The one transfer that is said to have been 
made on that date relates to the transfer of certain AUenberry shares. But 
this entry is another clear interpolation and was made at a later date. Like 
the entry about the Lauriya farm, this entry is squeezed in on the blank 
line that was normally left between the end of one month and the beginning 
of another. The entry is at page 102 of J. Dalmia’s ledger! The year 
“1948” is written above the “May 31” and is repeated after it. 

The only other place in the book where this has happened is in the case 
of die Lauriya farm which we have examined at length. It seems quite evi- 
dent to us tiiat the entries for the year 1957 finished before the May 31 
entry. A blank line was left as usual and the next set of entries followed. 
As the year had changed by then, the year “1948” was written immediately 
before the blank line. It was after this that the May 31 entry was made. 

Unless the year “1948” had been inserted, above the date May 31, it 
would have followed the last of the 1947 entries. Therefore, the scribe had 
to write “1948” just above the ‘May 31”. That explains why the year 
“1948” is written immediately above and again below the ‘May 31”; and 
as this happened in another place, and as it was repeated in Shanti Prasad 
Jain’s ledger, the repetition could hot have been accidental. For all these 
reasons we are not able to place reliance on the transfers as proof of a 
partition on 31-5-1948. 



CHAPTER X 

IMPLEMENTATION OF EX. 1216 

We have said that there is evidence to indicate that Ex. 1216 was imple- 
mented. One of these indications is to be found in the evidence of K. N. 
Bajaj ( W. 21). He is an old friend of the family and is related by marriace 
to V. H. Dalmia. He was asked, 

“You having been well acquainted with the family, did you know- 
whether they had any particular shares in these business before 
1948 ?” 

He replied, 

‘ Sometimes it used to be that talks on certain shares at different 
times were mentioned. Whether they were equitably distri- 
buted in that manner I have never verified.” 

Q. “What were those shares?” < 

A. “Certain percentage was being talked of for charities and; 
R. Dalmia had some percentage and the other two.” 

Bajaj was talking here about their share in the businesses and not about 
their share in the tax liabilities; and he was talking of what was said at the 
time the partition talks were taking place in April or May 1948. This is, 
in keeping with Ex. 1216. 

Further confirmation comes from a documentary source. Ex. J. 24 
is an order of the Income Tax OSicer who made the income tax assessment 
of J, Dalmia for the accounting year ending 30-9-1952. The body of the 
order shows that the Income Tax Investigation Commission computed tlic- 
concealed assets of the Dalmia Jain group in the shape of concealed shares, 
in limited companies to be Rs. 4,19,72,668. J. Dalmia told the Income 
Tax Officer that because of a partition between the three in “early 1948” 
the value of the shares that fell to his share was Rs. 1,32,41,454. He gavc- 
thc Income Tax Officer a list of these shares. It was admitted before the 
Income Tax Investigation Commission and also admitted by J. Dalmia 
before the Income Tax Officer that the concealed assets of the 
Rs. 4,19,72,668 were joint property until they were divided in 1948 ; 
(Ex. J. 24). We do not know how much of the total liability was assigned' 
to the share of Shanti Prasad Jain and how much to that of R. Dalmia 
because Shanti Prasad Jain refused to divulge these facts saying that they 
related to his personal affairs. 

Shanti Prasad Jain was warned that it had a bearing on his stoiy of 
partition and that if he refused to assist us in the matter we would draw 
unfavourable inferences against him. No quesUon of privilege arose 
because he raised the issue of partition^ and he said that the ^ 

joint property or assets except ffie Lauriya Farm. Ex. J. ^ and Ex, 1216,. 
which all three of them signed, indicate the contrary. _ Therefore, in tlic 
absence of assistance from Shanti Prasad Jain, we are justified m holding 
against him on the strength of the evidence that we have quoted that wliab 
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he told us is not true and that tlih group did possess joint assets other than 
the Lauriya Farm and that the shares that they held in the various companies 
were joint property, 


Mr. Misra said that no such inferences could be drawn because the 
Income Tax Investigation Commission 'was free to. make the three of them 
jointly responsible arbitrarily; and that in any event, this was the settlement 
of a dispute and scmo inference could be drawn about anything done there. 

We do not agree. The Income Tax Investigation Commission was not 
free to act arbitrarily and it could not arbitrarily foist a joint liability upon 
persons when none existed in fact. But quite apart from that, Shriyans 
Prasad Jain (W, 47) told us that even in April 1948 they had agreed to 
settle the liability in the proportion of 50 : 25 ; 25, 

Q. At the time of partition was any arrangement made among the 
members regarding the tax liability ? 

. /I ; 50 per cent of the liability would be borne by Shri R. Dalinia; 
25 per cent would be borne by Shanti Prasad Jain and 25 per 
cent would be J. Dalmia. 

Q, Was it because these undisclosed assets were also agreed to be 
divided in the same proportion ? 


A. Yes. 

He is corroborated by K. N. Bajaj who also said that certain percentages 
were agreed to though he could not remember what. 

This direct evidence is corroborated by th^onduct of the group before 
tnis airem Commission. There was no need for them 

SSre if th^re was none. If the 

to make ^ each held his shares separately and individually, 

present case is true that ea 

nothing could 'Pax Officer from the start instead of admitting 

that were given to the fccome Tax ^“l 948 , and then supplying the 

-ond .Vised ..urn .ha. 

was filed by J. Dalmia as late as 

•j the implementation of Ex. 1216 comes 

The strongest evidence about 21-9-1952. This 

from Ex. J. 7 which w^ sig^d g be. It was 

was not a loose after close attention and thought. It showed 

carefully drawn up by lai;^ . Ugbility in respect of Rs. 96^,52,479 
that the three signatories accep^ed^l Investigation Commis- 

which was then to divide that fiability between tliemselves 

Sion’s order; also that ffiey ngre^"^ .^. ^ 24,00,002, J. Dalmia : 

fs ^ 

50 : 25: 25., , , , . 

•n tVip nroDortions are explained by the fact that 
The slight differences J ^ Tax Investigation Commission w.;^ 

the liability an earlier recU^^^ Part of that was paid 

Rs 1,08,72,812, the figure give -tYe do not know what repairoents 

50^? 2?^: 25 proportions. 



Clauses III of Ex. J. 7 states that, 

The Joint Stock Companies shares charged with the Income Tax- 

Department as security belong to the parties hereto as 

appearing now in their respective books of account.” 

. shows that certain shares were charged as security for the ioint 

income tax liability and that they were not parcelled out between the three 
till the date of the document. 

Clause ly provides that R. Dalmia should deposit certain shares in 
Dalmia Dadri Cement and in Jaipur Udyog Limited with J. Dalmia in trust, 

“as further security for due payment by the first party (R. Dalmia) 
of his share in the tax liability.” 

It is, therefore, clear that the settlement reached "on 15-7-1946 in 
Ex. 1216 was adhered to and implemented not only in the partition talks 
of April 1948 but again in Ex. J. 7 as late as 21-9-1952. 


Ex. J. 7 is, of course, dealing with the income tax liability for the finan- 
cial year ending 1946/47 and so is not reciting a post-partition position. 
But it_ is reciting in the year 1952 that their shares in the Income Tax 
liabilities for the year 1947 were the same as those set out in Ex. 1216 and 
so is evidence to show that even as late as 1952 the parties to Ex. J. 7 
accepted the division of interest set out in Ex. 1216 and to that extent 
implemented Ex. 1216 up to the end of their accounting year 1947. 

• Another witness that bears out the fact of implementation is Moliali 
Ram Sonthalia (W. 37). He is a member of the Calcutta Stock Exchange. 
He was asked whether he attended the marriage of J. Dalmia’s daugliter, 
Uma, in April and May 1948 and he was asked where he stayed during that 
period. In answer to this question he volunteered the following. He said, 


“I had some talk with R. Dalmia about family matters. He told 
me that differences had arisen in his family and they were not 
happy over these differences. He told me further tliat Shanti 
Prasad Jain and J. Dalmia were not pleased with him on account 
of his (R. Dalmia’s) marriages. He told me that he wanted to 
give a share in the business to the issues born of second and 
third wives. Shanti Prasad Jain and J. Daimia had refused 
point blank to give a share in the business to his children. 


This refusal was in keeping with the agreement reached and recorded in 
Ex. 1216. 


Apart from the fact of implementation, Ex. J, 7 bears out our interpreta- 
tion of Ex. 1216 and .shows that the three of them had joint assets over and 
above the Lauriya farm and that the shares held by tliein in joint stock 
companies were joint jiroperty and not individual property. This is apparent 
from' the following recitals, 

**Whereas the first party (R. Dalmia) commenced and earned on 
business at various places and was responsible for the incorpo- 
ration of various Joint Stock Companies and later on for tlie 
acquisition of management othenvise of several companies, 
and 


whereas the first party hereto out of love and affection for the second 
and third parties (J. Dalmia and Shanti Prasad Jam) associated 


them with the management’ of the said companies which conti- 
nued to be carried on under the guidance of the first party.” 

indicate that the acquisition of the companies was financed 
^ R. Dalmia and that the others were only associated with the management. 
Ttiere is no.^ reference to -the capital subscribed by tlie others^ nor is there 
anything to indicate that they had anything to do with the acquisitions 

It seems that originally the whole property was paid for and acquired 
by R. Dalmia, and that the, others had no share in it. But the position was 
altered in 1946 and R. Dalmia gave them defined shares in the income, 
and apparently in the capital as well-because Ex. 1216 says that the capital 
is being “re-partitioned”. They had probably been given some share in 
the capital and income a little earher also because Ex. 1216 says that the 
capital is being “re-partitioned”. Anyway there is no getting away from th& 
terms of Ex. 1216. 

This is also borne out by R. Dalmia himself. In one of his many 
applications to. the Commission — this one is dated 22-4-1960, he said, 

“the petitioner, his brother Shri Jai Dayal Dalmia and his son-in-law 

• Shanti Prasad Jain, had partitioned all their properties including 

the shares in the companies mentioned in the schedule, in 
194'8.” . - 

The next two recitals in Ex. J. 7 are as follows. 


“Whereas the parties hereto terminated the said arrangement by 
mutual consent bebveen themselves- as from the month of June, 
1948 and divided the assets between themselves and the parties 
hereto have since, been in complete and exclusive possession 
, . and/or control thereof respectively, and 

whereas there is no other liability now to be discharged jointly 

except the liability of Income tax. ...” 

Whatever the truth of the recital about the termination of the arrange- 
ment bv muthal- consent there is a clear admission that there were joint 
SSs ofteTaan fte Lauriya farm, at any rate np to. Jane 1948; also that 
there were joint liabilities other than mcome-tax. If the Launya farm was- 

“The parties have since been in complete and exclusive possession.”’ 

’ j mai'p cense because the Lauriya farm*went to the exclusive posses- 

?cn of Sh”$ pSS, Jain so there was Vthing else for the others to possess 

after that. 

The’ reason that Shanti Prasad Jain gave for the execution of Ex. J. 7 
12 f ^pc necessary to divide the undermined tax liability m certain 
.was that it this^bility was to be spread over a long period, possibly 

H wafttonght desirate to have this redueed to writins. Also tor 

another reason, 

' «Alcn it was desirable for future generations, heirs etc. so that there- 
- not be any difficulty between heirs of three persons to 

deK that^'c^of them%e said R. Dalmm 
• ihsSi Prasad Jain release each Other of them from all actions,. 
fcSmits, claims and demands of any nature whatsoever. 
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If the object was to prevent the heirs from demanding an accounting it 
seems a cunous way to go about it and start by indicating that there was 
jomt property m respect of which an accounting could be asked for. If in 
fact there was no joint property except the Lauriya farm, no question of any 
accountmg could arise and the simpler course would have been to set out 
the truth and say that there was no joint property in respeet of which an 
accountmg could be demanded and then to add that even if there was, the 
parties released each other etc. 


We do not believe this specious explanation. 

Mr. Misra gave us an even more ingenious explanation when he tried 
to explain away a fact that no lavvyef could run away from namely, that 
you cannot divide a thing unless it is held jointly; and that as Ex. J. 7 says 
that the assets were being divided it could only mean that those assets were 
held jointly till divided. He said. 

Suppose a company which we will call A, holds .shares of another com- 
pany X. Then those shares form the assets of company A and they are 
the property of the shareholders of company A. 

Next suppose that three persons L, M and N own shares in company 
in their individual and exclusive rights. Those shares would not be their 
joint property. But as L, M and N are shareholders in company A, tlicy arc 
joint owners of the assets of company A, that is, they are joint owners of A's 
shares in company X. 

The explanation is ingenious, but no one had suggested that tlie subject 
matter of the partition between the three members of the group related lo 
the shares represented by company X. It was emphasised over and over 
again that all that was divided was the control over the group of companies 
represented by company A. Shareholder L was only one among a group 
of other shareholders in Company A and no one suggested that tlie idea 
was to divide the shares of company X between shareholder L and his 
fellow shareholders in Company A. We prefer the more natural interpre- 
tation that we have placed on these documents to the far-fetched inteipreta- 
tion of Mr. Misra and the laboured explanations of Shanti Prasad Jain. 

We note that R. Dalmia stated in his jffldavit in the Bombay High 
Court that the Group was still in existence in 1950 and 1952 and that it 
was stm functioning as a group even as late as that. He said, 

“I say that shares of more than 95 per cent of the paid-up capital of 
the S.S.B. Mills and M.D.M. Co. were held by the said group.” 


and, 

“It is difficult to understand what is wrong if a_ company having 
acquired 95 per cent of the shares of^tlie said companies this 
group appointed its Managing Agents.” 

The Managing Agents were not appointed till July 1950. Lastly, 
speaking of the awards made in those case he says, 

“No question of any loss having been suffered by tlie 

public could possibly arise in ffie cases where shares of tlic f..cc 
value of more than 95 per cent were with tlic said group. 

The awards were made in 1952, so according to R. Dalmia the group 
was still in existence and functioning as a group down to 




CHAPTER XI 


ORAL EVIDENCE : “OUTSIDE” WITNESSES 

We will now turn to the oral evidence. Mr. Misra divided the witnesses 
into groups. First he listed the witnesses who had heard of the dissolution. 
He subdivided these into what might be called outside witnesses, that is to 
say, persons who were not employees in one or other of the many Dalraia 
Jain group eoncems and those who were eoncemed with implementing the 
partition in the various companies. In the first sub-group one lot speaks 
■of certain incidents in connection with some labour trouble in Rohfas 
Industries at Dalraianagar. 

All that this evidence amounts to is that Shanti Prasad Jain handled this 
situation and that R. Dahnia washed his hands of it. In our opinion this 
does not mean much because it is admitted by Shanti Prasad Jain, and is 
also proved by a number of witnesses, that Shanti Prasad Jain was in charge 
•of the industries at Dalmianagar and particularly the Rohtas Industries; and 
that he had been in day to day management of them from 1938/39 to at 
least 1950. 

The only witnesses of any consequence in connection with the incidents 
that arose out of the labour dispute are J. P. Narayan (W. 46) and Basawan 
Singh (W. 26). The significant thing in their evidence is that neither 
said that Shanti Prasad Jain took charge of this dispute because of a parti- 
tion in the family; and equally significant is the fact that both went to 
R. Dalmia and asked him to handle the situation, and indeed, expected 
him to do so in December 1948 or January, 1949. 

The initial negotiations about this were with Shanti Prasad Jain. He 
had accorded recognition to a local labour union which was a rival to that 
of Basawan Singh. This annoyed Basawan Singh and he discus.sed the 
matter with Shanti Prasad Jain. This was natural because Shanti Prasad 
Jain was then managing the affairs of Rohtas. When Basawan Singh found 
that he could not get what he wanted out of Shanti Prasad Jain both he 
and J. P. Narayan went to R. Dalmia and what they were told there u-/7// 
Shanti Prasad Jain present does not bear out the story that wc have been 
told about partition. 

J. P. Narayan (W. 46) told us that Shanti Prasad Jain was the spoken- 
man on behalf of the management of Rohtas Industries at Dalmianagar in 
these disputes. Mr. Misra then asked him, 

“Have you any occasion of having any talk in this connection wi!’! 
Shri R. Dalmia ?” 

He replied, 

“Yes. I and Mr. Basawan Singh came together to New Delhi to 
meet Mr. Dalmia and talked to him about the .<:citlcnieni of 

this dispute Must have been in December 1948 or may be 

early 1949.” 

I4S 
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Mr. Misra then asked him, 

“Can you recollect what Shri R. Dalmia said?” 


The witness answered, 

“I tlimk he did plead helplessness in the matter. Mr. Shanti Prasad 
Jam was oho present when we had a talk with him and he said 
that you talk to him (Shanti Prasad Jain). In any case my 
recollection is fliat Mr. Dalmia was not helpful and we’ had 
to deal With Mr. Jain. He said that he (that is, Mr. Shanti 
Prasad Jam) was looking ajter it or he was in charge of it 
hence I should talk, to him.” " . 


It IS a cunous fact tliat even after the preliminary talks with Shanti 
1 rasad Jam these two gentlemen were not told that R. Dalmia had no- 
concern with this matter as Rohtas Industries now belonged to Shanti 
Prasad Jain and so R. Dalmia was nobody so far as that industiy' was. 
concerned. It is even more significant that even when they all met face 
to face in Delhi they were not told that R. Dalmia was out of the picture 
altogether because of the partition. Instead, the only impression that they 
got was that Dalmia was “not helpful”, and that Shanti Prasad Jain was “in 
charge” and “looking after” Rohtas Industries. But' he had been doing 
that all along and this is exactly what would have happened if R. Dalmia 
did not want to interfere because of the political overtones in the dispute. 

The only other matter -of consequence in the evidence of J. P. Narayan 
is the following, Mr. Misra asked him the following specific question, 


“Was there any talk about Dalmianagar Industries having been given 
to, or belonging to, S. P. Jain ?” 

The witness answered. 


“There was not a talk exactly, but in aU the steps that I took in the 
matter, i.e., writing to the Chief Minister of Bihar, writing even- 
to Panditji, i.e., the Prime Minister, and to all others concerned 
"it was only Mr. Shanti Prasad Jain who figured and the. 
impression that one had during that time was, and I think it 
was even in the public that the property did belong to 
Mr. Dalmia and that he had given it to his son-in-law and that 
he was all in all. He was the person who had to be dealt with. 


This is only an impression of the witness about a matter that w'e have 
to decide and so is not worth much as evidence; but so far as it goes, it is 
not consistent witli Shanti Prasad Jain’s story. Apart from all else it 
envisages a situation in which this property belonged to R. Dalmm and in 
vhich he made a gift of it to his son-in-law* and not that he partitioned it 
jither in the way that Shanti Prasad Jain describes or m any other way. 
so far as die personal knowledge of the witoess goes w'e have it mat he 
,vas not told outright that there had been a separatton m the fpiily and 
hat R Dalmia had no more concern with Rohtas. That would have been 
he obvious, and natural thing to tell him if there was any truth in the- 

iresent story. 

For these reasons we attach no importance to the evidence that arises 
)ut of the incident about tlit labour dispute in Dalmianagar. 
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We also attach no importance to the following three “outside witnesses"’. 
Two of them had an interview with Shanti Prasad Jain shortly before they 
gave evidence before us. We think their “memories” were coloured by 
•those recent contacts with Shanti Prasad Jain just before they entered the 
vvitoess box. The third was actually living with him when he gave his 
■evidence. This is what they told us. : 

Sohan Lai Jajodia (W. 29) said, 

“I have' not received any summons from the Commission. I came 
to Delhi this morning for my o;vn business. I went to sec 
Shanti Prasad Jain yesterday morning. He asked me whether 
he could cite me as a witness and that my evidence was 
required on the question of the Dalmia Jain Group.” 

C. L. Bajoria (W. 42) said that his knowledge was based on what he 
had heard from “the market and the bazar” and that he fixed the date 
because “just to refresh my memory I asked Shanti Prasad Jain in the 
moniing before I came here.” 

- Ram Lai Aggarwal (W. 43) was asked how he was able to fix a certain 
date' about which he had deposed, and he said, 

“I received a telephone call from Shanti Prasad Jain asking me to 
come to Delhi. He told me on the telephone that I would 
have to depose about my business dealings with Allcnbcrrj% 
therefore, I consulted ray books.” 

. Then he was asked, 

“Did Shanti Prasad Jain remind you also of the conversation about 
which you have deposed.” 

He answered, 

■ “T am now .staying with Shanti Prasad Jain. Shanti Prasad Jain 
told me I had very large dealings with Allenberry and I will be 
' asked to depose about the matter.” 

One more passage is relevant. 

Q. “According to you and the information given to you by Shanti 
Prasad Jain, he had notliing to do with the affairs of Alienberrs' 

• ' at the time he talked to you. How did Shanti Prasad Jain know 
that you had large dealings with Allenberry ?” 

A. “In Calcutta everyone knows that I purchase motor vehicles 
and spare parts. That is the reason why Shanti Prasad Jain 
must have known about my purchases from Allcnbcriy.” 

, 6. “As a dealer in motor vehicles you arc perhaps aware that 

~ many other people must have been buying from Allenberry ?" 

A. “There are a lot of other dealers with Allenberry.” 

That leaves B. P. Khaitan (W. 20) and Sonthalia (\V. 37). 

Khaitan is a Calcutta Solicitor who acted as a solicitor to Rohtas Indus- 
tries. He told us that shortly after the middle of 1948 Shanti Prasad Jain 
told him that the 

“controlling interest of the three jute mills as a recent division of 
control between him, his father-in-law and J. Dalmia came to 
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his share and that in all important matters he 
directions in the pending litigation.” 


would be giving 


In anotlier place he said that Shanti Prasad Jain told him that there had 
been a partition but that tins was “a general conversation and no details 
were given. Anyway, it is clear that what he was told was that the 
partition consisted of a division of control”. 


Sonthaha is a member of the Calcutta Stock Exchange. He also 
explained that by “partition” he meant a division of control and he said that 
the “management had passed to the hands of Shanti Prasad Jain.” 

Now there is evidence to show that even before partition the control was 
in practice separate and that the dividing line between what was called the 
“day to day management” of the companies and the “control” over them 
was a very thin one and was largely theoretical. 

In his application dated 1-3-1960 Shanti Prasad Jain said that a number 
of companies came mto existence and were managed and controlled by 
the Dalmia Jain Group and that, 

“one or other of the three individuals constituting the group Dalmia 
Jain group looked after and guided the management of each 
of the said companies.” 


“But that there were no ‘water-tight compartments’.” 

In his evidence Shanti Prasad Jain said that the business was so huge 
that it was not possible for each member of the group to look after the same 
business nor was it desirable, therefore. 


“the members of the D. J. Group were giving attention individually 
to different units and generally the affairs of one industrial 
enterprise were looked after by one member of the group. 
Sometimes even certain . branches , of the same company were 
looked after by different members of the ^oup and the other 
members only came to know of the activities of the industrial 
unit when he nw consulted.” 


Shriyans Prasad Jain, W. 47, said that, 

“By and large the management of the company was restricted to a 
particular person and his voice was predominant in the adminis- 
tration of the company.” 

He was asked to clarify this : 


Q Do I understand that by and large each one of the three was 
managing a different set of companies and looking after it? 


A. Yes, that is exactly what I mean. 

Q. Is that the way you distribute the management and control of 
these companies ? 


A . Yes Sir, 

Rhnowandas Mehta, W. 13, told us about Dalmia Cement Company 
imited^which was a public limited company. Speaking of 
Sd he saiJ that the’ majority of the shares m the company 
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were held by J. Dalmia and members of the family and concerns controlled 
by him. He said, 

“As chairman he had a controlling hand in Dalmia Cement Ltd.” 

J. C. Jain, W. 41, was asked, 

“What companies were managed by R. Dalmia ?” 

He replied, 

“Actually he never managed any company directly as such. He 
left the day to day management of the companies eitlier to 
J. Dalmia or Shanti Prasad Jain. But in major policy matters 
he was looking after all the companies also.” 

We gather from this that the management of the various companies was 
divided among the various members of the group. Whether &is meant 
that the division of the management was between Shanti Prasad Jain and 
J. Dalmia alone or among the three is not clear; anyway there was nothing 
hard and fast and it was all very flexible. 

We also gather that tliere was a very thin dividing line between what 
was called “day to day management” and “control”. It seems tliat for all 
practical purposes the control as well as the management rested largely in 
individual hands, sometimes one, sometimes two, sometimes three, according 
to their convenience. In the matter of control those who were not in 
charge of a particular group of companies had a theoretical right of control 
as a member of the group, but in practice the others never interfered even 
on policy matters unless flie member in effective control chose to seek their 
advice; and in the overall picture R. Dalmia’s views prevailed. 

In our opinion the evidence that we have examined above about tlic 
partition is more consistent with an internal re-allocation of control than 
with a complete dissolution of the kind that we have been asked to accept. 




CHAPTER XU 


ORAL EVTOENCE: SENIOR EXECUTIVES: AND EMPLOYEES 

Mr. Misra also relied on 18 witnesses who were employees of tlic 
company in proof of the partition. We are not prepared to attach any 
importance to their evidence. We have seen how easily evidence of this 
kind was manipulated when we examined the account books and the scribe 
Laxmi Shankar Lai. The “memories” of these employees could have been 
“assisted” with equal ease. We need only refer to Shriyans Prasad Jain 
who is probably the most important man in this batch, and to one other, 
S. N. Verma. 

Shriyans Prasad Jain (W. 47) was examined as a witness in anotlier 
inquiiy in 1958 when the affairs of the Bharat Fire and General Imsurancc 
Co. were under investigation. He said that the Dalmia Jain Group existed 
up to 1947. He was asked the following question by us about that 
statement, 

“At the time you were examined. . . .you had a clearer recollection 
of the time of the partition?” 

He said, 

“Yes I had.” 

He was then asked to explain why he now says that the partition was 
in May 1948 and not in 1947. His reply was that his memory was 
“refreshed when Shanti Prasad and J. Dalmia told him that the partition 
was in l^ay 1948.” 

This shows how difficult it is to rely on most of the oral evidence. We 
find from Ex. 1216 that this group was “re-partitioning” in 1946, which of 
course means that they had already partitioned something before. Then 
we hear of another partition in 1947. In 1948 there is said to have been 
still another partition. 

The earliest reference to a transfer of property is in tlie letter. Ex. 60, 
dated 7/8th March 1949. We find a reference there to a sale of the 
Lauriya Farm with instructions to relate it back to September 1948 and 
October 1948. At a still later date we find them changing their minds 
and shifting this transfer still further back to 31-5-48. 

We think the truth is that they were faced wth difficulties on all sides : 
the normal difficulties of how best to get round the income-tax laws; and 
abnormal ones created by their imdisclosed assets and wealth; the pressures 
of the Income Tax Investigation Commission; tire problems of an expanding 
business empire that was begiiming to get out of control; problems of labour; 
and on top of it all family dissensions, especially among the ladies, because 
of R. Dalmia’s many marriages. Hie group just did not know where they 
were. As K. N. Bajaj told us, 

“These talks used to be in tlic family. Even in separation tlicy 
found certain technical difficulties from income-tax and other 
points of view. . . . and they used to consult tlic auditors and 
lawyers and others.” 
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He was then asked, 

“Did any one of them talk to you about tlie result of the Income-tax 
Investigation Commission Report?” 

; He replied, . 

“It went on for many years if I remember and at different staaes 
different conclusions were arrived at,”- 

We think that the possibilities of partition may' have been explored and. 
talked aboutj^^o that there vvas a. re-distribution of raanagenient and 
control from time to time. But we are satisfied tliat there was no partition 
or dissolution of any kind on 31-5-48. 

The . only- other wtness among the employee class to whom , we will 
refer is S. N. Verma (W. 50). He was the General Manager of Allenberry 
up to 31rl2-49. We will do no more than comment on his dem^nour. 
He gave his evidence-in-chief wi A great self-assurance, dictating carefully 
to the stenographer and giving him even cpmm^ and semicolons and full- 
stops. In some places he gave long and detailed answers that closely 
accorded with Shanti Prasad Jain’s written statement even before counsel 
had finished putting him a question. He did not hesitate for dates or 
figures and boasted of the excellence of his memory and challenged us to 
test it. We did, and found that his memory on cross-examination was not 
as infallible as when he was reciting the facts -contained in Shanti Prasad 
Jain’s written statement; als6 the aplomb disappeared and he ceased to 
dictate the commas and semicolons, or even the full-stops. ' * - 

In' any case, so far as these Avitnesses speak of the “partition” their 
evidence is' either hearsay — one does not know how many, times removed — 
or is based on statements made to them by one or other of the three con- 
cerned and can stand on no higher footing than their own evidence and 
statements. Two of them, R. jDalmia and J. Dalmia have not entered die 
witness box at all; and we have seen what, the evidence of the third, Shanti • 
Prasad Jain- is worth. 


Blit apart from these criticisms^ the matter that weighs most heavily with 
us is that not a single witness in this class has been able to produce anytliing 
in writing about the partition : not even a note or a memorandum or a 
letter. ' It seems unlikely and unreal that in a vast business organisation like 
theirs not a single employee received an order in . writing or made a note 
of the orders and directions diat they must have been given, or of the conver- 
sations that they had about such vital . changes, in their respective 
organisations. 


; As against this we have letters that indicate the contrary; letters written 
by and received by employees who could not have been kept in ignorance 
of the partition if there had been one; and yet their letters show that they 
knew nothing. (See Exs. 809/76, 809/61, . 756/223, 798/29, S. 77, 
379/5, 379/4, 379/3, 799/160, 799/146,. 799/142, 143, 799/86, 

799/91, 756/119, 802/240. These extend from 21-8-48 to 9-8-59). 

It is easy for witnesses to come forward now and say that there was a 
partition, in May 1948. Some of them are not telling the truth; others 
have not told the whole truth; still others have told us what they probably 
now believe after recent conversations with Shanti Prasad Jain and others. 
It is easy to give a sli^t twist to an event that undoubtedly occurred. It is 
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easy to shift a date. It is easy to persuade oneself that something that one 
vaguely remembers happened in a particular way or at a particular time 
if there is a persuasive enough talker out to convince you. 

Also, what about the large numbers of persons who held innumerable 
shares benami for these gentlemen ? Surely diere must have been some sort 
of letter or writing in their cases. We know that many of the shares were 
held in blank transfer for several years. But that is not enough ! At the 
time of voting and at the time of receiving dividends it is the registered 
holder who counts. 

We feel that tlie only safe thing for us to do in a case like this is to go 
by documents that catmot be gainsaid and tlien do what the Indian Evidence 
Act tells us to do, namely, to consider a fact to be proved or disproved 
according as its existence or non-existence “is so probable that a prudent 
man ou^t under the circumstances of the particular case to ^ct upon the 
supposition that it exists” or “does not exist”. Acting as prudent men wc 
are not able to act upon the supposition that there was a partition or dis- 
solution on 31-5-48. In view of the improbabilities to which we have 
adverted it would be imprudent to hold otherwise. 


r 





CHAPTER XIII 


BROAD CRITICISMS 

We will now deal with the remaining matters on which Mr. Misra relied 
to show implementation of the decision reached in April 1948 to partition 
on 31-5-48. 

The first broad criticism that we will make of this evidence is that none 
of it is indicative of a partition on 31-5-48, which is the only partition 
pleaded. The acts relied on are all subsequent to 31-5-48 and not one of 
them relates back to that date except a certain transfer of Allenberry shares. 
Had there been reliable evidence, however, slender, to point to a partition on 
31-5-48, then this evidence would have been useful as corroboration; but 
when we find that a false case of partition was set up we cannot use this as 
evidence to corroborate some other kind of partition that has not been 
pleaded. 

The second criticism is that these acts are on different dates and arc 
consistent with at least two other possibilities, namely either, 

(1) a reallocation of management without separation of title and 
interest; or 

(2) another kind of partition which was not pleaded, namely, a 
decision to separate by gradual stages sorting out and separating 
the total property, item by item, on different dates and at 
different stages. 

The acts relied on as circumstantial evidence do not necessarily and 
irrefutably established the dissolution of the group on 31-5-48 tliat was 
pleaded. 


155 




CHAPTER XIV 


SELLING AGENCIES 

We will now consider Mr. Misra’s argument's and will first examine what 
he. said about the selling agencies. His case is that D.C.P.M. was the sellinc 
.agent of a large number of companies before 31-5-48, among them. 

A. Rohtas Industries 

S. K. G. Sugar Mills 

B. Raza Sugar 
Bulund Sugar 
Rampur Distillery 
Raza Mills 
Dalmia Cement 

At the partition D.C.P.M. is said to have been allotted to R. Dalmia, 
the companies in group 'A above to Shanti Prasad Jain and those in group 
B to J. Dalmia. 

After the partition D.C.P.M. naturally continued as the selling agents of 
the companies allotted to R. Dalmia; but it was replaced by other companies 
in the cases listed under A and B above, as below. 

Taking Shanti Prasad Jain’s group first, Ashoka Marketing replaced 
D.C.P.M. in this group. It was incorporated in July 1948 and almost 
immediately replaced D.C.P.M. in Rohtas Industries and S. K. G. Sugar 
Mills. The dates are as below. 

In Rohtas Industries the replacement was on 1-8-49 (Ex. S. 1). The 
agreement (Ex. S. 49) was signed on 20-8-48. 

In S. K. G. Sugar Mills the replacement took effect from 1-8-48 (Ex. S. 
10). The agreement was signed on 25-2-49. ' 

In J. Dalmia’s group of companies Vyapari Ltd. replaced D.C.P.M. in 
three cases. Vyapari was incorporated on 13-7-48 and the replacements 
took place in Raza Sugar, Rampur Distillerj' and Bulund Sugar on 1-1-50. 

Tlie explanation given for the delay was that there was no hurry anyway; 
also, because D.C.M.P. owed the sugar companies Rs. 50 lacs it was ntn 
released until one of Shanti Prasad Jain's companies came to the rescue and 
stood guarantor for the debt. 

In Dalmia Cement, D.C.P.M. was replaced by Cement Distributors Ltd. 
with effect from 1-8-48. 

We were not shown any change in Rampur Maize. 

Now, none of these 7 companies are companies tliat affect us. Tiic 
changes set out may or may not be due to a partial dissolution effected in 
stages on those several dates. That is the utmost we are prepared to con- 
sider as a possibility about a dissolution. 
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Shanti Prasad Jain’s attitude throughout has been that we are not per- 
mitted to ask any questions about any non-scheduled company; and when- 
ever we tried to do so he refused to answer. He was only prepared to let 
us know what he thought would be useful to him and expects us to accept, 
whatever he says or Shows in connection widi these other companies without 
question or probing. We are quite ready to exclude matters that relate to- 
Aese other companies from consideration altogether and concentrate on the 
companies before us; but it is obviously impossible for us to take everything 
that Shaiiti Prasad Jain wants to consider in his favour at the face value 
that he gives it and not look further. He cannot have it both ways. Either 
this matter must be excluded from consideration altogether, or if he wishes- 
to introduce it into evidence in his favour we must be afforded the right to- 
ask probing questions about it. As we have not been allowed to do that 
we are not able to accept these instances as proof of a partition on 31-5-48. 

Our main criticism of this evidence is that we have not been given the 
full picture and we have not been allowed to construct one for ourselves. If 
a family or a partnership or a group possesses, shall we say, 300 items of 
joint property entered in different names but with common ownership, it is^ 
no use showing a few changes in. 2 or 3 items and trying to use that as a. 
basis for proving a partition. This is particularly so when, (a) there is a 
refusal to divulge the position in the remaining 297 items, or even to allow 
a probe here and there as random tests; (b) when there is a refusal to ^ve- 
a full picture even as regards the 2 or 3 herns that are set forward as show 
pieces; arid (c) when the change is compatible wi& cause other than 
partition. 



CHAPTER 'XV 
MANAGING AGENCIES 

We will now turn to the arguments about the managing agencies. 

Dalmia Jain & Co. were the managing agents of the following companies 
that are said to have gone to Shanti Prasad Jain at the partition. 

S. K. G. Sugar 
Rohtas Industries 
Dehri Rohtas Light Railway 
Bharat Collieries. 

Also of the following company that is said to have been assicned to 
J. Dalmia ; 

Dalmia Cement 

dnd of 

Dalmia Jain, Airways, 
which we are told went to R. Dalmia. 

The managing agency company itself (Dalmia Jain & Co.) is said to have 
been assigned to Shanti Prasad Jain. 

There was naturally no change in the four companies tliat went to 
Shanti Prasad Jain because they, and the managing agency company were 
all assigned to him. But Sahu Jain & Co. was incorporated by him ns a 
separate managing agency company on 1-11-50 and it took over the manag- 
ing agencyof the four companies assigned to Shanti Prasad Jain from that 
date. But Dalmia Jain & Co. was not dissolved and continued its indepen- 
dent existence as a Shanti Prasad Jain concern, and it continued in manage- 
ment of Dalmia Jain Airways down to 9-4-52. 

As we have seen, Dalmia Cement is said to have been assigned to 
J. Dalmia. But in his case we find no change in the managing agency till 
2-3-50. On that date Han Bros was incorporated as a J. Dalmia managing 
agency company, and, with effect from 1-4-50, it took over the managing 
agency of Dalmia Cement from Dalmia Jain & Co. 

But the most significant fact of all is that there was no change in die 
case of Dalmia Jain Ainvays (which is said to have been assicned to 
R. Dalmia) till 9-4-52. 

The explanation given for this is that llicrc was an internal change of 
management in Dalmia Jain & Co., and so, though it continued to function 
under its old name, the companies under its management were divided 
among Ac three members of the group and no one of them interfered with 
the management of cither of the others. 

In our opinion this explanation is more consistent with a change of 
management and administration than with a complete and final partition; 
and if that was the case wth this company, there is no reason why similar 
changes elsewhere should not be assicnable to the same cause. 
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Mr. Misra smd that on 31-8-48 R. Dalmia had only 25,000 shares in 
u the Dalmia Investment), out of a total of 

50,000 and that he transferred them all to J, Dalmia and Shanti Prasad. 
Jam on that date (Exs. S. 148 and S. 316). After that R. Dalmia ceased 
to have any interest in this concern. 


We find, however, that this process of transferring shares was continu}n<^ 
from 1946 onwards. If therefore, the transfers prior to 1948 were not 
referable to a partition but were made for other reasons, there is no reason 
why we should conclude that continuance of the same process after 31-5-48- 
should indicate partition. 

Mr. Misra told us that on 1-11-45 J. Dalmia and Shanti Prasad Jain 
each held a total of 6,250 shares, out of a total of 50,000 in Dalmia Jain 
& Co. and that the balance 37,500, roughly 75% of the whole, were 
held by J. Dalmia (Ex. 317). 

On 20-9-1946 R. Dalmia transferred 1,750 of his shares to Shanti Prasad; 
Jain and another 4,500 on 30-9-1946 (Ex. 317). 

In October 1946 J. Dalmia got 6,250 shares from.R. Dalmia with tlie- 
result that on that date R. Dalmia had 50% of the shareholding in Dalmia 
Jain & Co.; and he cleared out altogether on 31-8-48, so far as the share- 
holding position was concerned, when he transferred 12,500 shares each to- 
Shanti Prasad Jain and J. Dalmia. 

But, J. Dalmia continued to be associated with the company down to 
30-3-50 (Ex. J. 38/3 ) . It was not till that date that he transferred his share- 
holdings to Shanti Prasad Jain’s, company Ashoka Marketing. 

Now the significant thing here is that Dalmia Jain & Co. continued as 
the managing agents of Dalmia Jain Airways (as R. Dalmia concern after 
partition) down to 9-4-52. If R. Dalmia cleared out completely on 31-8-48,. 
then, either Shanti Prasad Jain or J. Dalmia, or both must have been in 
charge of the managing agency from 1-9-48 till 9-4-52; and yet we arc- 
told that the management of D. J. Airways was handed over to R. Dalmia 
from 31-5-48 and that he was in sole management from that date onwards. 

Die explanation given was that a resolution was- passed by the Board of 
Directors of Dalmia Jain & Co. on 5-10-48 (Ex. 195) under which it was 
decided that, 

(1) R. Dalmia will “continue to look after the affairs of Dalmia 
Jain Airways”; 

(2) Shanti -Prasad Jain will “continue to look after the affairs of 
Rohtas, Bharat Collieries and S. K. G. Sugar”; and 

(3) that J. Dalmia be and is hereby called upon to look after the 
company’s business particularly in respect of the affairs of the 
company as managing agents of Dalmia Cement & Co, 

Each was to receive a salary of Rs. 7,500 a month and we find that 
R. Dalmia was paid this salary right down to January 1952 (Ex. 309). 

Now the language of the resolution does not indicate any change unless 
there was a change in the remuneration. R. Dalmia and Shanti Prasad Jain 
were directed to continue, to do after 5-10-58 exactly what they had beep 
doing up to that date. Far from indicating a partition this resolution mdi- 
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’Cates a continuance of the old relationship; and the subsequent conduct of 
the three members of the group bears this out. 

We have already commented on the fact that Dalmia Jain & Co. was 
■not included in what is supposed to have been the partition list, Ex. S. 75. 
Tf the arrangement in April 1948 was that the management of Dalmia Jain 
& Co. was to continue as before and all that they were considering on that 
•date was how to readjust the internal management of some of the large 
number of companies under their control, then it is understandable that 
■companies that were not to be affected by the reshuffle of management 
should be left out of the list. 




CHAPTER XVI 


DIRECTORSHIPS 

Reliance was next placed on the changes in directorships. The pattern 
here is so confused that it can lead to no conclusion at all. 

In the first place, these directorships meant nothing. They were empty 
forms to comply with the requirements of the company laws. The directors, 
other than the members of the group arc admitted dummies who merely 
did as they were told and echoed their masters’ voice — admitted that is to 
•say, in the arguments, because Shanti Prasad Jain insisted in his evidence 
that the directors were not dummies. We will bring this out when wc deal 
with the respective companies. Shanti Prasad Jain himself told us that he 
'did not attend several directors’ meetings because, 

“that practice was widely prevalent. Many persons held the position 
as director, but they did not attend the Board meetings for a 
considerable time.” 


Also, 

“I do not thing it was necessary for me to attend meetings of the 
Board of Directors because there were persons who are quite 
competent to carry the responsibilities.” 

Cutting through the fog of words, this means in plain English that there 
was no need for him to attend because he was satisfied that the puppets 
■on the directorship stage would act according to his instructions. 

Also, when it was pointed out that the members of the group remained 
on as directors in companies assigned to the others long after it was neces- 
sary, Mr. A. C. Mitra said in his arguments in Bombay, “even if I remained 
on the Board of Directors, I danced to the tunc of the person to whom the 
company went.” 

In the second place, we find that there was a change of directorships 
even before the partition, therefore similar changes after the partition do 
not necessarily indicate a dissolution of the group. 


In the third place, the office of director was not an indication of mem- 
bership of the Dalmia Jain Group. For example, R. Dalmia was not a 
director of any scheduled company till 4-2-1949. He joined D. J. Aiivvays 
in that year; and yet it is admitted that he controlled tins company from the 
beginning. In fact, the whole effort of counsel for Shanti Prasad Jain and 
J. Dalmia has been to throw the blame for such of the malpractices that 
cannot be denied, on R. Dalmia. 


Shanti Prasad Jajn's resignations arc as follows : 


I-1 1-47 from 

4-12-47 

22-7-4S 


.4-IZ-4S 


D.C.P.M. 

D.D.C. 

Bharat Insurance. 

Dalmia Jain & Co. (JinJ Slate) 
D.-iImia Jain .^invays. 
Allcnbcrry'. 

Alien Motors. 
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tl ^ tiiat tvvo of these resignations are before 

31-5-48. Our next comment is that it was not necessary to wait as lone: 
as those dates before resignmg. If the decision in April 1948 was to make 
a complete and final dissolution as from 31-5-48, and if the different Com- 
panies were allotted 111 April, as they are said to have been, nothing would 
have been simpler than to send in letters of resignation at once. Shanti 
Prasad Jam says , that though he continued as director he either did not 
attend meetings or only attended those where formal business relating to the 
transfer was to be transacted. We find this unconvincing, especially afteir 
his admission that he sonietimes did not attend meetings because there werer 
others who were competent to carry on. 


’When we look into the facts more closely we find that the pattern is- 
blurred and leads nowhere. We will consider here the question of senior 
employees who were also directors, along with the directorship of the group, 
because it was said that the senior executives were also reshufiled in con- 
sequence of the partition. , . ; 

Shanti Prasad Jain 


We find that he was a director of Dalmia Cement on 30-7-1958 (Ex> 
J. 8) and of Bharat Fire & General Insurance Co. Ltd. upto 20-5-1950 (Ex. 
848). These companies are said to have been allotted to the share of 
Jaidayal Dalmia. 


J. Dalmia 

He did not file a list of directorships held by him prior to 31-5-48, in 
companies under the control of D. J. Group. He did not state in hfs applica- 
tion dated 1-3-1960 that he had resigned directorships in the companies- 
allotted to R. Dalmia and Shanti Prasad Jain. He was a director in D.D.C.. 
Ltd. till 16-3-1950 (Ex. 868) and Dalmia Jain Jind State till 30-3-1950. He 
remained a director in Dalmia Jain & Co. till 5-12-1950 (Ex. 780).. 


H. D. Bishnoi 


He was ' No. 1 executive at Dalmianagar before the partition, ^ter 
^irtitinn he worked' as No. 1 in Rohtas Industries, the company which, 
"cSg to Sh^rpmad, was aiwted [o Mm He was a director o£ the 
ollowing companies said to hav^been allotted to R. Dalmia. 


(a) D.C.P.M. from 17-9-44 to 12-12-49; 

(b) Allen Berry & Co. Ltd. from 3-4-45 to 14-9-50. 

He was also a director of Dalmia Cement on 27-5-50 (Ex. J. 6) 


Shital Prasad Jain 


Senior Officer of Rote lotaMies before the partition 


He was a senior umcer ui 19 40* He ioined 

become an officer of f-C-P.M. after^^^arUU^ directOT ta Go'van Aglncios 

(E^J "fon oTZnt W?i2-?8,and of Raaa Sngar Comply Ltd. on 
1-1-1950 (Ex. J. 2). 


These companies were said to be of J. Dalmia, 
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J. M. Gupta 


He was connected with D. 

J. Airways, Allcnberry and D.C.P.M. before- 

31-5-48. After 31-5-48 he went to D.C.P.M. Yet wc find him actinu as a 

director of the following J. Dalmia concerns on, 

15-7-48 Cement Distributors . . 

(Ex. J. 10 & J. 62) 

19-7-48 Cement Distributors . . 

(Ex. J. 63) 

30-7-48 Cement Distributors . . 

(Ex. J. 23 & J. 64,1' 

1 5-1 2-49 Vyapari Ltd. 

(Ex. J. 2) 

Raza Sugar . . 

(Ex. J. 2) 

19-12-49 Rampur Distillery 

(Ex.J.4) 

Vyapari 

(Ex.J.4) 

27-12-49 Bulund Sugar 

(Ex.J.3) 

Vyapari 

(Ex.J.3) 


Leaving aside the question of directorship for the moment and going 
back to the Lauriya Farm, we find that Shital Prasad Jain and 
H. D. Bishnoi were both acting in the old way on 28-2-49 and 8-3-49 just 
as if there had not been a partition on 31-5-48. We also find that Laxmi 
Shankar Lai was still writing the personal books of all three in March 1949 
and that Rajkumar Lai Srivastava was still maintaining the account books 
of all three in 1949. Shanti Prasad Jain’s explanation of this was that, 

“In the transition period there was a lot of gol »inl in the sense that 
that there was no proper authorhv because thincs tverc decided 
here.” 

Our conclusion about the reshuffling of directorships is that we arc not 
able to draw any conclusion about a partition on 31-5-48 from this reshuffle 
of directorships. 




CHAPTER XVII 
SENIOR EXECUTIVES 

The reshuffle of senior executives is bound up with that of directorships. 
Here again the facts are inconclusive because (1) there must always be a 
constant reshuffle of personnel in any large undertaking; (2) a transfer of 
personnel is often for personal reasons; and (3) if there was a realignment 
of management for internal reasons unconnected with partition a reshuffle 
of executives would be inevitable. For example, the resignation of 
J. P, Agarvvala from AUenberry in March 1948 seems to have been because 
he wanted more money and he seems to l-.r/'e come back in June 1948 
because he was given higher pay. 

So also the resignation of C. D. Pande (W. 39) seems to have been 
for personal reasons. He had a difference of opinion with Aganvala and 
told him, 

“I am not accustomed to put up with this nonsense and you carry on. 

So I left.” 

1. M. Gupta is another example. In 1937 he was with Bharat Insurance. 
In 1942 he was transferred to D.C.P.M. and in 1947 he went to Govan Bros. 
These are reshuffles before the partition. 

In 1948 Govan Bros, was assigned to J. Dalmia at the partition. In 
1949 J. M. Gupta was appointed General Manager of Indian National 
Airways which went to J. Dalmia. We also know that he was a director 
of D. J. Airways down to 1949 and we have seen that he was a director of 
many J. Dalmia concerns after the partition despite his association wnlh 
R. Dalmia in R. Dalmia concerns. So his transfers from one company to 
another are quite inconclusive. In fact, if these changes point to anjlhing. 
they show that the group was still functioning as a group and drawing freely 
on the personnel of the various companies in different operational groups 
according to the exigencies of the situation. 

The. most material evidence about partition would be the ownership ol 
the property and the shares and where the funds came from and who paid 
for what. That has been withheld. We have been shown just fragments 
of the whole. We have been shown manipulated books and wc have been 
told a series of lies. 

There is evidence to indicate that there might have been a step by step 
partition by gradual stages; but that evidence is equally attributable to 
re-allocation of management, or to one of the many temporary expedients 
that appear to have been resorted to from time to time without reaching 
a final solution. It would be unsafe to base any sure conclusion of partition 
on this kind of evidence. 
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CHAPTER XVm 
OTHER DOCUMENTS 

In support of the plea of dissolution of the D. J. Group as from 31-5-5S. 
reliance was placed on the following documents ; 

(a) Report of Lok Sabha Debates for 1955 .. .. Ex. 1243/S244 

f6) Report of Lok Sabha Debates for 1955 .. .. Ex. 1244/S245 

(c) Some notes and reminiscences of Ramkrishna Dalmia Ex. 1005/S43 

(fO Report dated 23-5-53 of D.P. Khosla & Co Ex. 240 

(e) Report dated 14-3-1959 of Shri R. M. Bhandari and Ex. 848 
Shri S. K. Bhattacharya in Bharat Fire and General 
Insurance Ltd. 

In our opinion none of the documents can be regarded as legal evidence- 
of dissolution. We will deal with them serially. 

On 30th September the following short notice question was asked by 
Shri G. P. Sinha. 

S. N. Q. No. 17 ; Will the Prime Minister be pleased to stale ; 

(a) Whether it is a fact that the Minister of Commerce and Industry 
visited Dalmianagar on the eve of Shri Ramkrishna Dalmia’s arrest; 

(b) Whether the Finance Minister is also visiting that place very' soon; 

and 

(c) If so, the purpose of their visits. 

The Prime Minister’s reply was as follows : — 

(a) & (c) The Minister of Commerce and Industry visited Dchri-on-Sonc- 
(Dalmianagar) on the 23rd September, 1955. The visit was part of a 
tour in Bihar arranged by the Bihar Government to enable him to acquaint 
himself with industrial enterprises in Bihar. There was no connection 
between his visit and the arrest of Shri Ramkrishna Dalmia. It is under- 
stood that Shri Ramkrishna Dalmia has no interest or connection now with 
the industrial units of Dalmianagar. 

(b) The Finance Minister is not visiting that place. 

The last sentence in the reply has been underlined by us. Tlic reply 
cannot be construed as evidence of dissolution on 31st May', 1948. It 
means that on 30th September 1955, when die question was asked Ram- 
krishna Dalmia had no interest or connection with the industrial units of 
Dalmianagar. 

TIic question and reply arc printed at page 5,442 of the report. 

(b) On 28tlr November, 1955 Shri Feroze Gandhi put questions in 
respect of the reply of the Prime Minister given on 30th September. 1955. 
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Tlie questions and answers as recorded at pages 295-296 are as 
follows : — 

Shri Feroze Gandhi.— On 30-9-1955, the Prime Minister in answer to 
.a short notice question stated that Shri Ramkrishna Dalmia had no connec- 
tion with Dalmianagar implying thereby that Shri Ramkrishna Dalmia had 
no . business relationship with Shri Shanti Prasad Jain. May I know on 
what authority was the stateine'nt made— what evidence was in'the possession 
■of Government which led the Prime Minister to make this statement? 

Shri C. D. Deshmukh. — expect it was the common information. Gov- 
ernment have had no occasion yet to investigate. Xhere was a partition of 
Ihe interests between Shri Ramkrishna Dalmia, his brother Shri J. Dalmia 
and his son-in-law Shri Shanti Prasad Jain, sbme years ago. 

Shri Feroze Gandhi. — ^My question was this. What evidence was in the 
possession of the Government which led the Prime Minister to make that 
statement? . ' 

Shri C. D. , Deshmukh. — ^This was the common information. We have 
no documents in our possession because we have - had no occasion yet 
formally to investigate into that matter. [The underlining is by us]. 

Shri Feroze Gandhi. — Can I take it that the Government have no 
evidence? 

Shri C. D. Deshmukh. — I have stated the nature of the evidence. 

It is quite clear from the reply of Shri C. D, Deshmukh that the Govern- 
■ment did not investigate into the question of partition and had no evidence 
in its possession in proof of partition. Reference to partition having taken 
-place some- years ago between Ramkrishna Dalmia, Jaidayal Dalmia and 
Shanti Prasad Jain cannot be taken as proof of dissolution on 31-5-58 alleged 
before us. 

The decision of the Commission on the issue of dissolution has to be 
“based on legal evidence and not on the opinion expressed by the G 0 ^’ern- 
•.ment or Inspectors on former occasions. 

Item C. The observations of Ramkrishna Dalmia at page 114 on which 
reliance is placed. are: — . . 

“Shortly after I wrote this book, I was deprived of half of my energy 
.and strength in the shape, of my brother and son-in-law, who. were my 
u-ight and left hands, when they separated from me in business. By the 
grace of God, they have prospered and extended their business very much. 
Perhaps it was their good luck that I was able to amass much wealth when 
■they were with me. 

“Exactly twelve years ago, in May 1947, a short while after I wrote this 
’book, I .resolved to expiate the sins of my past lives and purify myself by 
•performing penance.” 

This book is said to be second edition. The date of the publication 
is mentioned as May, 1959. The first edition was published in 1948. In 
the preface it is stated that Ramkrishna Dalmia decided to publish his 
thoughts in May, 1947. 

There is no reference to dissolution or partition as having become effective 
from .31-5-1948. The circumstances leading to separation have not been 
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mentioned. The vague statement about the separation in business at page 1 14 
cannot accepted as proof of the story of dissolution alleged by Shanti 
Prasad Jam and Jaidayal Dalmia. These observations appear to have been 
made with the object of strengthening the case of dissolution before the 
Commission. There is reference to this Commission at page 117. These- 
observations would have been of value if they were made shortly after 
31-5-1948. ^ 

The proper course for them was to examine Ramkrishna Dalmia as a 
witness to prove dissolution. 

(d) The next item is Ex. 240, the report in respect of D.C.P.M. 

At page 57 of the report, there is reference to the expression erstwhile 
Dalmia group. The argument of Counsel was that the expression meant 
that the Dalmia group had ceased to exist at the relevant time. D. P. Khosla 
in the witness box stated that the expression -was based on the information 
given to him by S. N. Dudani. He did not make any investigation into 
the question of dissolution of the group. At page 30 of his evidence, he 
stated. 

“As the matter of disassociation of R. Dalmia from his previous asso- 
ciates was not a matter referred, to me for investigation — I did not go into 
the question of disassociation of the Dalmia Jain Group.” 

The observations of the Inspector in the report have no evidentiary' 
value. 

(e) Uie last item is the report of the Inspectors Ex. 848. The following 
conclusion of the Inspector in paragraph 148 at page 10 is strongly relied 
on to prove partition. “Paragraph (iii)_ The affairs of the company were 
controlled by the members of the Dahnia Jain Group i,e., Sarvashri Ram- 
Krishna Dalmia, Shanti Prasad Jain and Jaidayal Dalmia, till the partition 
in the Dalmia Jain Group in May 1948. Thereafter, Shri Jaidayal was 
the person who was interested in the financial success or failure of the com- 
pany and he was able to control and materially influence the policies of the 
companies.” 

The conclusion was apparently based on the statement of Shanti Prasad 
Jain. There was no independent investigation or inquiry into the question 
of partition. It is surprising that such a conclusion should have been reached 
by the Inspector in view of the contradictory and indefinite nature of tlic 
evidence on this point. For instance Shriyans Prasad Jain^ stated to the 
Inspectors in evidence that “This Dalmia Jain Group continued as such 
probably sometime up to 1947.” 

Jaidayal Dalmia had deposed “After the partition in the family sometime 
in the year 1948, it ceased to be so.” He did not then say that the dissolu- 
tion of the D. J. Group became effective as from 31-5-48. Shanti Prasad .s 
evidence referred to May 1948 in the following passage. 


“Generally speaking Sarvashri R. Dalmia, J. Dalmia and Wself were 
carrying on the business as members of one group till May 1948 which 
was commonly known as Dalmia Jain Group. T^e_ controlling shares and 
interest in Bharat Fire after the cessation of Dalmia Jain Group went to 
Shri J. Dalmia.” His answers to Questions 17, 18 and 19 at pages 114-115 
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are hesitant and unsatisfactory'. They weaken his evidence on. the point 
•of dissolution. The Inspectors did not critically, examine, the,, evidence on 
the point of partition.- They -accepted the evidence at its face value. . It is 
unnecessary to labour the point further. The conclusion of .the Inspectors 
-is -not legal evidence. It is -irrelevant in the proceedings before us. . It is 
■for us to decide if there was a dissolution of .the group with effect from 
.' 31 - 5 - 48 . 

The aforesaid documents do not constitute proof of dissolution alleged 
33y Shanti Prasad and Jaidayal Dalmia. - 



CHAPTER.XIX , , 

SUMMARY OF CONCLUSIONS 

Viewing the evidence as a whole we find that the one concrete fact on 
which we can seize with certainty is Ex. 1216. That is destructive of fine 
kind of association that Shanti Prasad Jain and J. Dalmia have pleaded and 
tried to prove. 

Tliat in itself weakens the story of dissolution that has been set up; 
so do the manipulations of the personal account books of Shanti Prasad Jain 
and J. Dalmia, coupled with the false evidence led to cover up the manipula- 
tions; as also the conduct of Shanti Prasad Jain in declining to reveal the 
full picture and his constant .shifting of ground and attempts to improvise 
at every stage where he was cornered. 

The direct oral evidence of dissolution is inconclusive because, 

(1) no witness speaks of a dissolution as from 31-5-48 except 
Shanti Prasad Jain; 

(2) not a single document or letter or note mentions the date 3 1-5-4S 
except Ex. J, 7, dated 21-9-52; and that says “as from the 
month of June 1948”; 

(3) the witnesses are not clear about what they mean by a 
“partition” : some think it was the break-up of a partnership; 
and one says that he thought that shares, bank accounts and 
liabilities were divided; 

(4) some witnesses admit that their memories are based on what 
Shanti Prasad Jain told them shortly before they gave evidence; 
and 

(5) the demeanour of certain witnesses was unsatisfactory. 

The circumstances are destructive of the kind of dissolution that was 
set up, because, 

(1) Ex. 1216 establishes joint ownership of property as tenants- 
in-common, a pooling of dividends and a distribution of joint 
income in clearly defced shares; 

(2) Ex. J. 7 says that the “assets” were divided between themselves; 

(3) R. Dalmia says in his application, dated 22-12-60 that the 
group had partitioned “all their properties including shares in 
companies”; 

(4) the way in which their association involving property worth 
crores of rupees is said to have been dissolved is so improbable 
that it cannot be believed; 

(5) it is unlikely that the kind of association- envisaged by Ex. 1216 
would be severed widiout a carefully drawn up instniment of 
partition; and it is unlikely that there would not be a single 

■ ■ letter, or note, or document, or memorandum, except Ex. J. 7, 
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^ong the archives of this vast array of companies and execu- 
tives, that unequivocally speaks of a partition of any kind 
let-alone one as from 31-5-48. . ’ 

That the circumstantial evidence on which reliance is placed by Shanti 
Prasad Jain , and J. Dalmia is inconclusive, because, 

(1) the resignation of directorships; 

(2) ,the reshuffling of senior executives; 

(3) the transfers of selling and managing agencies; and 

(4) the re-shuffling of shares, - 

are as consistent; with a reorganisation of management as with a dissolution 
of the Dalmia Jain Group. Some of these things went on before the dissolu- 
tion pleaded so, their continuance after it gives no clear pictine of a 
dissolution. , . 

It. is our view, - 

(1) That there was an association known as the Dalmia Jain Group- 

and that it was in existence in the year 1946. We do not know 
when it was formed, nor do we know what shape it took origi- 
nally; nor is that necessary. But we do know that these three ’ 
persons were in control of a number of companies from at least 
1936; ' _ . ; 

(2) That this group owned vast properties running into many crores- 
of rupees, in the shape of cash, bank balances, shares in limited 
liahility companies, and at least one item of immovable property; 

(3) That these assets were owned by the ^oup as such and not by 
individual members; . 

(4) That the income from these assets was thro wm into a common, 
pool and from there distributed among the members in defined; 
shares from at least 15-7-46; 

(5) That:the group was not dissolved on 31-5-48 as alleged; 

(6) That in or about April 1948 the members of the group explored 
the possibility- of reorganising themselves or effecting a dissolu- _ 
tion by stages; , 

(7) That their affairs .were so interlocked and complex because of 
black money and 'secret, -undisclosed assets and rmdetermined. 
income-tax liabilities, that this was found not to be easy; and 
there were a series of long drawn out discussions and conferences 
with lawyers, auditors and officers of their companies; 

(8) That vajying re^adjustments were effected in certain of then- 
concerns at different times; 

(9) That some time between February and March 1949, it was- 
decided that Shanti Prasad Jain should pay R. Dalmia and 
J. Dalmia for their shares in the Lauriya farm which then stood 
in the sole name of Shanti Prasad Jain though he was ?Lbenamidar 
to the extent of 95%; and 

(10) That at some undisclosed date after, March 1949, and before 
31-9-52, Shanti Prasad Jain and J. Dalmia decided to set up a 
case about a dissolution that had been effected and finalised' 
on 31-5-48. 



CHAPTER XX . ' 

' THE DALMIA JAIN GROUP: CONCLUSIONS 

We will now ciystallise our views'about the working of the Dalmia Jain 
Group and the manner jh which the responsibility of each member is to be 
fixed for the various malpractices in the management of the ten companies 
under investigation. ■ 

We find from Ex. 1216 that, from at least 1946 onwards, the group 
owned property in common and that it pooled its income and then divided 
it among its members after meeting certain liabilities. The D. J. Group was 
therefore clearly an association for monetary gain. 

■ We accept the statements of J. Dalmia and Shanti Prasad Jain that up to 
at least 31-5-48 the group controlled a large number of companies and 
industrial concerns, including the scheduled companies and Dalmia Dadri 
Cement. 

We also accept the evidence of Shanti Prasad Jain in so far as he says 
that the undertaking was much too vast for each member to devote indivi- 
dual attention to each company and concern. Therefore they divided the 
control and management between themselves for administrative and business 
reasons and each took control of a group of companies or concerns. Tlicore- 
tically the right of control vested in the group as a body but in practice the 
control was ordinarily exercised individually, though on behalf of the whole. 

We agree that this means that each member of the group would not 
necessarily Imow of all that was going on in a concern that had not been 
assigned to him for management. The others may have had a general idea 
but it would be unfair to saddle any member with responsibility for any 
particular malpractice simply because he was member of the group. 

The responsibility of any particular member of the group in respect of a 
matter with which he is not shown to have been associated in some way 
would be vacarious at best; and that only because he stood to gain when 
the overall profits were separated from the general pool and divided up. 
But we feel that that kind of responsibility is too theoretical to be of prac- 
tical value for our purposes. So we do not intend to found upon it. 

Evidence to indicate his association either with a particular malpractice 
or with the management of that particular concern would be necessary. 
That is the line that we intend to adopt in apportioning individual and group 
responsibility. 

We arc not concerned with the management of companies that arc not 
under investigation and do not intend to make any general statement regard- 
ing them beyond what we have said above. But, so far as the ten cornpanics 
under investigation are concerned we accept the evidence of the witnesses 
who say that in these companies the voice of R. Dalmia was predominant 
both before and after 31-5-48. This, however, is not to ignore the admis- 
sions that the group was in overall control up to 31-5-48. 
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We do not accept the story that the group broke up on 31-5-48. But 
we are not prepared .to saddle any particular member of the group with, 
responsibility for any particular act , simply because he is or. was a. member 
of the group. But as we accept the evidence that R. Dalmia was in overall 
control of the ten companies under investigation and that his decision, 
prevailed in the overall picture we think it ^ill be fair to infer that any 
member of the group who is shown to have been associated with any parti- 
cular transaction in this group of ten companies acted as a member of the 
group for the benefit either of the group or at least for the benefit of 
R. Dalmia and himself. 

We will now proceed to the several companies. 

New DeUii New Delhi Bombay New Delhi 

15-6-62 - 15-6-62 15-6-62 16-6-62 


(VIVIAN BOSE) (V. R. SEN) (N. R. MODY) (S. C. CHAUDHURY) 
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APPENDIX I 


Ex. 1216 


^ swfipjT 55^ #5 5ft srarftpiT , 5fJi<^ivr ^k- 

ftpiT ^2^ ?^0/%s 5^5ffti^-5ft ^rafinrr, ^ ^rrftcrwr? ^ 

f%f 5ftft?rtTft7j^spT^^^q^?f\:^ jjpTO % ^ ft sffr ?ft 5fr ^ |, fti^iftffpafi 

■’5^ ft ^ t - — 

?sft Tnr^ 3T5rfw irfercr ?ft ^rq^rai ^i^rftprr.ft ftk sfera 
5rrf%M?rPf #Tft%ftft'?|;qTiftTO qn’^ftfefftlo^ ?nw,^srfim 
%ftT %?r^?iT^?i^T^-5rfFr srrrfer s^srr^mkr^P^qftrfwT ft'cr'Tr fttftr Jiifft^'i 

ft ftc 5nw I iftr sRrR — #qH crqr ft ^ wf^r^T 

irft^ft ^ftrftfft^r tT#cft ^c|’Tri5r|f?iT5T^ 

?r?qrrHiftftff ft^ftf ^fftcrcfXFn:^ vrsTSTT'rprr^^r f.^r^ 
ft ^ ftrm ft ^ iraw ft grar ar§ ^ ^ w i ^ ?nT^ ft^ 

ft^T prf ftl ?Tftr^-ft-?rftRr tft ^an ?rfti^-ft-?rftRT eth ^ 'K'js ft tftft fftir 
?rni^ ^ f 1 57rtr ft ^rsftr ^rcnpar ftt ’■cniircor ftt =Mt^i-j,flT<: OTff?f 

ft 2?r; fftviFr^r ^ fftarr w i ftt ft W ^ ftt ft^iR 

^ Tfr fft ftr fffft ft marr 1 1 


ir| fiTT '4t Tr*i-fiu:r ■srvrfHarr ?mt mJKftr ft ft srfft^ wft 
^rR^tR^rpraR ^r-^ ^^rftft i ftt 5rzr?^fRr sRrfw wft ?mRftr ft ft irfftErr 

'O 

^ wrar ^ ?rarr ftt ft^r ^rp^ftt ft ft tpp vim ^ 

^ ?fftft I =!Tfftfe^ ftaf ft ?(qft-^7tR- f^ift ^ uRT ^ 

5TPnff 1 

« 

?ft apT^qr ftt ^x-w^ ft fftft 'tN' ¥ift irfftimr ^rprfftftfft 

■fftft snftft 1 

ftt ■<r»H'^taj Tfqj ?fr5Pr?aiRr sFrfftarr ftr ^^ptft arrar ftt ftr ^rrfft ft 
f^ ’ M Rf^^ ' f-a ’ ftf ^ ^' 1 '< ■li M ft ftl ' < ftl <1 *1 ^*-'’1 41 1 Hf^aTT ^ ^rftqpft fttwr |aiftpfTS7Hfftm 
ftt fPT-^ ft ffttr siRi’MIR- ftr pR ftl vnRftR ^prfw ftR ftV 5PRa5Rr 
^rr?rfw ftr ftftfftftsrrftft i 

ar^fft^^fm’fftftftiftn' t?ftftr ft^^fttftf arrftRTftftrfftftr ^ <r 

sftPFR ^ 5irftft ftr ftr TPTi^ ^T^rfftarr, ftV srsRan^ ^ra’fftarr ftR ftT ^rrfR 

sprr^ftar ft 'rfeR ft ftrarr'ftsT (main line) ^HRTPiTT-RPTTfl I 
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% ?Tlf^ ^ % ^Tf ^ 

(business) i - 

Trrnscq- 

15 - 7-46 \ . 

srrf^WR 
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APPENDIX 3 


Ex. 928/J7 


STAMP OF THE ONE RUPEE AND EIGHT ANNAS 


AN AGREEMENT made this 21st day of September, One thousand 
Nine hundred fifty-two BETWEEN Shri Ram Krishna Dalmia, son of late 
Seth Harjimal Dalmia, at present residing at 3, Sikandra Road, New Delhi, 
merchant, of the first part (hereinafter called the ‘First Party’ which term 
shall include his heirs, successors, executors, administrators and assigns), 
Shri Jaidayal Dalmia, son of Late Seth Harjimal Dalmia, at present residing 
at No. 2, Hardinge Avenue, New Delhi, merchant, of the second part 
(hereinafter called the ‘Second Party’, which term shall include his heirs 
Eucccessors, executors, administrators and assigns), and Shri Shanti Prasad 
Jain, son of late Sahu Diwan Sin^ Jain, at present residing at No. 9, 
Alipore Park Place, Calcutta, merchant, of the third part "^(hereinafter 
called the ‘Third Party’, which term shall include his heirs, successors, 
executors, administrators and assigns), showeth as hereunder ; 

WHEREAS the First Party commenced an carried on business at 
various places and was responsible for the incorporation of various Joint 
Stock Companies and later on for acquisition of management otherwise of 
several Companies, and 

WHEREAS the First Party out of love and affection for tlie Second and 
Third Parties associated them with the management of the said Companies 
which continued to be carried on under the guidance of the First Party, 
and 


WHEREAS the parties hereto terminated the said arrangement by 
mutual consent as from month of June, 1948 and divided the assets between 
themselves and the parties hereto have since been irt complete and exclusive 
possession and/or control thereof respectively, and 

WHEREAS there is no other liability now to be discharged jointly or 
among the parties hereto each of the others of them except the liability 
of Income-tax as assessed by the Income-tax Investigation Commission on 
the parties hereto jointly in the sum of Rs. 1,08,72,812 in or about Marcii. 
1951, and 

WHEREAS the parties hereto arc desirous of entering into this agree- 
ment with a view to fully and finally releasing each other among themselves 
from all or any sort of rights, claims or demands in respect of part or whole 
ot the business developed or carried on in joint association and also to 
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record their respective shares payable in respect of the aforesaid outstand- 
ing to -liability. 

In supersession of all previous arrangements or understandings written 
■or verbal, if any, between the parties hereto IT IS NOW HEREBY 
AGREED AND DECLARED THAT : 

I. Each of them, the said Ram Krishna Dalmia, Jaidayai Dalmia and 
Shanti Prasad Jain, jointly and severally release each of the others of them 
from all actions, accounts, claims and demands of any nature whatsoever 
■except as described , hereinafter. 

n. The liability in respect of Income-tax Investigation Commission as 
aforesaid outstanding in the sum of Rs. 96,52,479 on date is due by the 
parties hereto so that the parties of the First, Secondhand Third parts are 
due to pay the sums of Rs. 48,34,274, Rs. 24,00,002 and Rs. 24-, 18,203 
respectively 

ill. The Joint Stock Corhpanies’ shares charge with the Income-tax 
Department is security for the discharge of the said to liability belong to 
the parties hereto as appearing now in their respective books of account. 

IV. The First party will deposit with the Second Party to be held in 

trust the under noted shares with blank transfer deeds in respect thereof 
as further security for due payment by the First Party of his share in the 
aforesaid tax liability : . 

Shares in Dalmia Dadri Cement Ltd. 

Preference Shares 

Ordinary Shares 

Deferred Shares 

/ 

Shares in The Jaipur Udyog Ltd. 

3,00,000 Ordinary shares of Rs. 10 each fully paid. 

These above mentioned shares deporited with the Second Party will be 
released to the First Party progressively as the payments are made by him 
against his tax liability but so as not to endanger the security of Jiis out- 
standing liability at any stage. 

The First Party will also have the ri^t to keep the aforesaid shares 
registered in any name he desires as his nominee and may also change it 
from time to time. 

V. Each of the parties agrees to keep each of the others of them 
indemnified from any claims, losses, damages, expenses, etc., that may 
have to be suffered by each of them for the default or failure of each of 
the others of them in respect of the payment of aforesaid income-tax 
assessed by the Investigation Commission. 

VI. Tlie parties hereto shall jointly address a letter to the Conunissioncr 
of Income-tax, Patna or the Central Board of Revenue, New Delhi, intimat- 
ing him of their respective share of the total outst^ding habihty m the 
sum of Rs. 96,52,479 and that the said authority shall be requested that 
in the first instance the failure of payment of the resp^tive share of each 
of the parties hereto be realised by the Incorne-tax Department directly 
from the party' hereto in default. 


2,400 

73,000 

1,39,000 
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IN WITNESS HEREOF the parties hereto have hereunto set 
subscribe their hands on the day aforesaid at Delhi. 

WITNESSES: 

FIRST PARTY. Sd/- R. Dahnia 
SECOND PARTY. Sd/- J. Dalmia 
THIRD PARTY. Sd/- S. P. Jain 


and 




APPENDIX 4 


Ex. I 24 


INCOME-TAX DEPARTMENT 


Central Click /, Delhi District 

1 . Year of assessment 1953-54 

2. Name of assessee (with complete address) . . . Seth J. Dalmia, Scindia 

House, New Delhi. 

3. Status _ Hindu Undivided family 

4. Weather — 

Resident and ordhwrily resident, R. & O.R. 

Resident but not ordinarily resident 
Non-resident 

5. Method of accounting Mercantile 

6. Accounting periods. (To be shown separately for y.e. 30-9-52 
each source of income). 

7. Section and sub-section under which the assess- 23(3) 
ment is made. 


ASSESSMENT ORDER 

A return showing an'income of Rs. 45,452 was filed in the st.3lus of 
‘HUE’. Later on a revised return dated 16th September, 1957, was filed 
showing ‘NIL’ income, in the status of & ‘HUF’ while the entire income 
declared previously was shifted in another return in the status of ‘Individual*, 
A second revised return was filed consequent on a letter dated 10th March. 
1958 from M/s. V. Shankar Aiyar & Co., Chartered Accounts, & 
Authorised Representatives of the assessee in which a loss of Rs. 42,502 
was declared after excluding Seth J. Dalmia’s remuneration from companies 
of Rs. 26,400 and Director’s fees of Rs. 2,296 and after grossing up the 
dividends correctly. The tax credit claimed in this return 3vas only 
Rs. 70,695 as against the original return wherein the figure of Rs. 1,29,953 
was shown. These two deductions explain the difference between the figurc.s 
of income returned in the original return and second revised return. In the 
letter dated 10th Mach, 1958 the assessee had taken up the following 
position about the correct status in respect of his income ; — 

“After due consideration it is being brought to your notice now that 
the personal income of the assessee e.g. Remuneration and 
Director's fees from Companies etc. has to be taxed in his status as 
an ‘Individual’ and other income to be taxed in the status of ‘HUF. 
We request you kindly to make corrections and in the meanwhile 
revised returns will be filed shortly as the assessee is out of station”. 

Following this letter the second revised return was filed. In compliance 
with the statutory notices Shri R. Ganesan of M/s. V. Shankar Aiyar & Co.. 
Chartered Accountants, appeared with Shri Fateh Chand* Bhiitani. 
Accountant of the assessee on tire several bearings of the case and produced 
books of account. 

IS7 
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The first question that arises in this case is about the status. As per 
my_ findings in the assessment order for 1952-53, I have already held the 
entire income including that now declared in the status of an -Individuar to 
be belonging to the ‘H.U.F.’. Following the same reasons I will hold for 
this year also that the entire income as returned in the orieinal return 
belonged to the H.U.F. 

There are several very important and major issues arising in the case 
of the assessee, partly, as a consequence of the findings given by me in the 
preceding year’s assessment order about the share-holdings held by the 
assessee’s minor sons and dau^ter-in-Iaw and partly, due to certain new 
things found out in this year. All these issues are separately dealt with 
below : — . . 

( 1 ) Firstly, I will deal with the amount of dividends in respect of shares 
which have been held to be really belonging to the assessee in the preced- 
ing assessment order though apparently the shares are held by the six minor 
sons and daughter-in-law Smt. Lalita Devi Dalmia of Seth J. Dalraia who 
are declaring this income as their Individual income in their separate 
Returns of income. The income from such ' dividends in respect of the 
shares of M/s. G'ovan Bros. (Rampur) Ltd. and M/s. Dalmia Agencies 
Private Ltd., as detailed below, will be added to the income of the assessee 
in this year also on the basis of my findings and for the reasons advanced 
in the assessment order of that year : — 

(i) Master Yadtt Hari Dalmia 

(a) Dividend income on 200 ordy. shares of Govan Brps. 

(Rampur) Ltd.- 

(b) Dividend income on 140 O.F.P. shares of Dalmia 
- Agencies Ltd, 

(ii) Master Mridii Hari Dalmia 

(а) Dividend income on 200 ordy. shares of Govan Bros. 

Rampur) Ltd. 

(t>) Dividend income on 200 ordy. shares of Govan Bros. 

(Rampur) Ltd. 

(m) Master Jai Hari Dalmia 

(n) Dividend income on 200 ordy. shares of Govan Bros. 

Rampur) Ltd. 

(б) Dividend income on 200 ordy. shares of Govan Bros. 

(Rampur) Ltd. 

(iv) Master Ajai Hari Dalmia 

(a) Dividend income on 200 ordy. shares of Govan Bros. 

(Ranipur)'Ltd. 

(fe) Dividend income on 200 ordy. shares of Govan Bros, 

(Rampur) Ltd. 

(v) Master Nar Hari-Dalmia , 

(a) Dividend income on 200 ordy. shares of Govan Bros. 

(Rampur) Ltd. 

ib) Dividend income on 200 ordy. shares of Govan Bros, 

(Rampur) Ltd. 


Rs. Rs. 

1,000 

350 

— 1,350 

1,000 

350 

— — 1.350 


1,000 

350 

1,350 

1,000 

350 

1,350 

1,000 

350 

1.350 
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<vO Master Raghu ffari Dalmia ■ 

(a) Dividend income on 200 ordy. shares of Govan Bros 
(Rampur) Ltd. 

<vii) Smt. Lalita Deri Dalmia 

(a) Dividend income on 200 ordy, shares of Govan Bros, 
(Rampur) Ltd. 

1 


There whl be, however, another addition of income from dividends in 
respect of 120 shares of M/s. Dalmia Agencies Private Ltd. which were 
purchased with the assessee’s funds on 7-6-5 1 in the came of the minor son 
of Seth J. Dalmia — ^Master Raghu Hari Dalmia through his major son — 
Shri V. H. Dalmia. Income in respect of 20 shares purchased out of the 
holdings of 720 shares passed on by Seth J. Dalmia indirectly through a 
circular chain of transfer of shares was already held to be taxable in the 
hands of the assessee on the basis of collusive nature ol the share trans- 
actions as narrated in the preceding assessment order and would be so taxable 
in this year too. This additional income will come up to be taxed in this 
assessment year for the first time as in the last assessment year these .shares 
were held by Seth V. H. Dalmia (to the extent of 110 shares by original 
subscription and 10 shares by purchase from two allied concerns of 
J. Dalmia Group) who sold them on 7-6-51 after earning tlic dividend 
declared on 31-5-5 1, So it is only the income from dividends declared 
after that date which will be taxed in this assessment year. Tlicse shares 
were purchased by Raghu Hari Dalmia out of a sum of Rs. 14,100 
received by him apparently from M/s. Jedia Devi Dalmia Trust, but as 
I have held in the assessment order for 1952-53 that the Trust was 
inoperative and bad in law and that the funds which were advanced by it 
in fact belonged to the assessee, the income in respect of such an investment 
will also be rightly belonging to the assessee — ^thc apparent holder being 
a mere bemmi of the real holder. The fact that the shares were held by 
a member of the HUF makes no difference to the taxability of tlie income 
of such shares as long as the funds invested belonged to the H.U.F. On 
this reasoning the income of Rs. 350 in respect of the entire holding of 
140 shares of Dalmia Agencies Private Ltd. standing in the name of Master 
Raghu Hari Dalmia will be added to the income of Utc H.U.F. 

The dividends from another share transaction, similar in nature to the 
transaction of shares of M/s. Govan Bros. (Rampur) Ltd. and M/s. Dalmia 
Agencies Private Ltd., of 6 shares of M/s. Hari Bros. Private Ltd. will 
arise to be taxed in the hands of the assessee. TIjc facts of ii)is deal of 
shares are as under ; — 

(i) Seth J. Dalmia sold 5 (five) shares held by the H.U.F. liy original 
subscription out of the total share capital of 10 shares of M/s. Hari Bros. 
Private Ltd. for Rs. 100 each on 15-1-51 to M/s. G'ovan Agencies Ltd., 
New Delhi — another allied concern of J. Dalmia Group; 

(ii) M/s. Govan Agencies Ltd. sold these shares at the rate of Rs. 100 
each to Shri V. H. Ddmia on 30-4-51 ; 

(iii) Shri V. H. Dalmia sold these 5, on credit on 9-5-5! to his minor 
brothers, namely. Master Yadu Hari Dalmia, Master Raghu Hari Dalmia. 
Master Mridu Hari Dalmia, Master Jai Hari Dalmia and Master Ajai Hari 
Dalmia; 


Rs. Rs. 

— I. coo 

— 1,000 
8,75(; 
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(iv) On the same date he sold on more share on credit out of the 
5 shares . originally subscribed by him for Rs. 100 to his sixth minor 
brother — ^Master Nar Hari Dalmia. 

These shares sold on credit were paid off by six persons after gettinc^ 
a sum of Rs. 14,100 each from M/s. Jedia' Devi Dalmia Trust. The 
transactions of that trust relating to these share deals have, for reasons fully 
stated in my assessment order for 1952-53, been held to be sham ones. 
The Trust was never put into funds by the settler as the amount settled on 
the Trust was neither in existence with Shri J. Dalmia (who was to pay it on 
account of Smt. Jedia Devi Dalmia) nor as is required in the case of a 
movable properly transferred to another person were passed on to the 
Ti^stees. 

This transaction, therefore, is no better than the other two collusive 
transactions which were manoeuvred in order to convert the HUF income 
into that of the members of the HUF in the ‘Individual’ capacities. In this 
view of the matter, the income from dividends of Rs. 90,000 declared in 
specie of the six shares of M/s. Hari Bros. Private Ltd. at the rate of 
Rs. 15,000 per share will be added to the income of the assessee. 

In the case of the assessee dividend income has been , taken to accrue 
or arise on the date which is printed on the face of tlie dividend warrant 
and the income frorh this source is declared with reference to such dates. 
Though the assessee has contested in his ground No. 8 of his appeal memo, 
for the assessment year 1952-^53 before the A.A.C. that he does not 
declare the dividend income on receipt basis, he has himself communicated 
this particular method to the Income-tax Officer in his letter dated 29th 
March, 1956 in the course of assessment year 1951-52. The method of 
following the printed date given on the dividend warrant cannot amount to 
the method of accrual of dividend income on the date of Annual General 
Meeting which declares the dividend. However, acting on the method 
hitherto followed in the case of the assessee and also advocated by the 
assessee, income from dividends from M/s. Govan Bros. (Rarapur) Ltd. 
was taxed in the last year. On that very basis the dividend income from 
M/s! Dalmia Agencies Private Ltd., M/s. Govan Bros. (Rampur) Ltd. 
and M/s. Hari Bros. Private Ltd. will be taxed in this year — the dates on 
the printed dividend warrants being I4th August, 1952, 31st January, 
1952 and 30th September, 1952 respectively. In my opinion, this basis, 
of taxing the dividend income after the dividend warrant is received in quite 
fair ofie and can be termed to be dividend income declared on ‘receipt 
basis’ — meaning thereby the receipt of the dividend warrant. 

(2) "^The second very important point for consideration in this case 
relates to a problem which was not hitherto spotted out. The Income-tax 
investigation Commission in their report in the case of Dalmia Group had 
computed their concealed assets in the shape of shares in Limited Com- 
panies to be of Rs. 4,19,72,668. In early 1948 the three major persons 
constituting the Group — Seth R. Dalmia, Seth J. Dalmia and Seth S. P. Jain 
partitioned their business interests and demarcated their separate spheres 
of influence. Due to this decision for partition obviously the concealed 
assets of the Group had also to be divided between them. A separate 
list of the concealed shares falling to the share of the assessee had been 
furnished earlier in the course of proceedings for the taxability of apprecia- 
tion in value of such concealed shares according to the findings of the 
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Income-tax Investigation Commission. The list showed the following 
shares coming to the assessee : 


SI. Karne of the 

No. Co. 

Class & No. of 
shares • 

Purchase price and 
Rate of purchase 

Depreciated 

value 

Rate 

1 . (n) Bharat Fire and 
Genl. Ins. Ltd. 

OFP 

5,270 

527,000@100/- 

each 184,450 

35/. 

(6) Do. 

OPP 

134,380 

1,024,647 

7/10 

67,190 

-m- 

(c) Do. 

Defd. 

68,885 

77,496 

1/2 

17,221 

-/4/- 

2. Patiala Biscuits 

Ordy. 

118,342 

1.183,420 

10/- 

236,684 

21- 

Mfg. Co. Ltd. 

3. (a) Kharkhari Coal 

Pref. 

1,650 

165,000 

100/- 

165,000 

100/- 

Co. Ltd. 

(1)) Do. 

Ordy. 

45,000 

450,000 

10/- 

193,000 

4-4 

(c) Do. 

Defd. 

30,000 

30,000 

1/- 

13,200 

0-44 

■4. (a) Dalmia Cement 

Defd. 

1,83,000 

367,200 

21- 

91,800 

-IS/- 

Ltd. 

ib) Do. 

Pref. PP. 

17,956 

897,800 

50/- 

359,120 

20/- 

(c) Do. 

OPP. 

630,659 

2,207,306 

3/8/- 

197,081 

'/5/- 

5. LESCO Chemical 

Ordy. 

2,000 

220,000 

11/- 

20.000 

I/- 

Works Ltd. 

■6. Pb. National Bank 

Ordy. 

13,747 

60,91,585 

443/4 

1.456,758 

106/. 

Ltd. 


Total 


1,32,41,454 


30,06,504 



As per terms of settlement with the Commission the three members of 
the Group were to introduce these shares in their books of account through 
their capital accounts. The assessee, however, did not carry out Ural 
arrangement completely in the matter of introducing the shares into the 
books through his capital account; but adopted a novel mcUiod which could 
"be a source of further concealment of his income. The modus operaudi 
of the assessee was to introduce only a part of his concealed shares into 
the books at the purchase value of the shares (as against the depreciated 
value determined by the Commissioner in 1951) while the other part was 
■cither allowed to remain in the books in his investment account as per 
a journal entry dated 30th September, 1948 (rc-produced in an Annexure) 
or were shown to be purchased later (as for example, 4750 Ordy. Fully 
paid shares of M/s. Bharat Fire & Gcnl. Insurance Ltd.). Tlic assessee 
introduced shares at SI. No. 1(b), 3(a), (b), (c),_4(c) and 5 worth 
B.S 40,96,954 at the purchase price basis in his books of accounts by 
■crediting to the capital account on 30-9-48 and adjusted his capital account 
which was showing a debit balance previously to bo having a credit balance. 
The Punjab National Bank Ltd. shares (SI. No. 6) were introduced in 
the books of accounts in the garb of a purchase from Seth R. Dalmia at 
their depreciated value of Rs. 14 lacs in the accounting period 1950-51 
(assessment year 1952-53) and these shares were sold back for tlic same 
price to Seth R. Dalmia during the present accounting period on 31-1 -.->2 
The asscssee’s representative explained this transaction to mean that litese 
concealed shares were never received by the assessee and were allowed to 
remain with Seth R. Dalmia contrary- to the agreement as is exhibited by 
the list reproduced above. 
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As regards the rest of the shares, these were, according to the repre- 
sentative of the assessee, held in the books of account in his investment 
account, as these were shown to have been purchased (excepting 4 750 
OFP shares of M/s. Bharat Fire and Genl. Insurance Ltd.) on 30-9-48. 
It is to be remembered that tliis purchase of shares on 30-9-48 was made 
in the books of account prior to the Income-tax Investigation Commission 
had discovered the concealed assets of the Dalmia Group and the journal 
entry was made by the assessee in the course of the manipulation of trans- 
actions in books of account in order to conceal its assets^ By not -tranfer- 
ring the value of such concealed shares to the capital account and retaining 
them' as such the assessee continued to maintain the camouflage of not 
ouming these shares and enjoyed the benefit of carrying the corresponding 
liabilities in respect of shares purchased through investment account In 
order to derive , this advantage for reducing his income, the assessee hit 
upon this device of not' transferring the value of these shares to the credit of 
his capital account. The assessee’s representative, first of all, and later 
the assessee himself by my letter dated 21st March, 1958 were asked to 
give a complete list of concealed shares which fell to his share and the 
dates when these were introduced in his books of accbimt and also to 
explain the position of re-valuation of shares which he had done through 
his capital account in the present accounting period. The assessee by his 
letter dated 26th March, 1958 veiy' much fretted and fumed about his 
being asked this question in each assessment year and brushed this point 
aside by saying that this position had been explained earlier to my several 
predecessors-in-office and that I should refer to the- old records. Apart 
from the fact that this was hardly a proper reply to the query the riddle 
about the non-introduction of the rest of the shares throng the capital 
account remained as it was. This jjoiht was discussed also with Shrf 
Ganesan, representative of the assessee, in detail on 25th March, 1958,. 
and as per order sheet entries he was asked to explain this point; but 
he also did not tender any oral explanation on 26fii March, 1958 and' 
instead requested for further time. The whole issue was within the knowledge- 
of the assessee and it is rather strange that having deliberately not passed 
entries crediting the value of concealed shares toTiis capital account, the- 
assessee’s representative should now come forward with a request for further 
time. This could mean only one thing that despite knowing every thing 
it was not in the interest of the assessee to disclose it at this stage and 
I had to fall back oh my own resources to work out the full repercussions 
of this method adopted by the assessee in the present accounting period. 
One thing was apparent that by not adjusting the value of concealed shares 
in the capital account and retaining the transactions in the in%'estment 
account the assessee was carrying forward certain bogus liabilities in respect 
of shares in fact belonging to -himself and by so doing he was claiming 
interest on such liabilities. The deduction of such interest payments, 
therefore, reduces his taxable income. As the assessee was introducing 
these shares at values other, than the depreciated value taken by the 
Commission, this could always affect the quantum of his liabilities which 
mostly meant keeping the figure of liabilities as high as he possibly could. 

I, therefore, had to trace back the treatment which he accorded to his 
own shares not brought into his capital ^ account. Almost all tliese 
shares, which were held in the investment accoimt on the strength of 
liabilities other than that of the capital a/c of the assessee, appear to have 
been" disposed of in earlier years and were repurchased in the account- 
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ang period 1950-51 (relevant to assessment year 1952-53). Full facts of 
these shares are given below : — 


Purchase Dep. value Value of 
price of of the shares 

the shares shares as repurchased 

■Name of the shares as per per I.T.I.C. by the Name of the party from 

I.T.I.C. assessec whom purchased 

in ’50-51 
account- 
ing period 


(0 Dalmia Cement Ltd. 
Pref. PP. 17,956 


'(«) -do-Defd. 183,600 


Bharat Fire & Gen. 
Ins. Ltd. OFP. 5,270 


t(/i’) -do- Dcfd. 68,885 


-fv) Patiala Biscuits Mfg. 

■ Co, Ltd. OFP. 118,342 


8,97,800 3,59,120 *4,35,000 M/s. Hari Bros. (Private) 

Ltd. 

♦This price was paid for 18,000 shares 
in which these 17,956 shares were 
included. The proportionate cost 
of these shares will be Rs, 4,33,936. 

3,67,200 91,800 2,44,000 M/s. Rampur Investment 

Co, Ltd. 

5,27,000 1,84,450 2,16,450 (u) Dalmia a*mcnt 

Ltd. (4,750 shares) 
for Rs. 1,90,000. 

(6) Dalmia Jain Trust 
520 shares for 
Rs. 26,450. 

77,496 17,221 71,385 (o) M/s. Rampur In- 

vestment Co. Ltd. 

66,000 shares for 
Rs. 66,000. 

(6) M/s. Hari Bros, 
Private Ltd. 2,885 
shares for Rs. 
5,385. 


11,83,420 2,36,684 3,26,7)1 (o) M/s. Dalmia Jain 

Agencies Ltd. 
3.342 shares for 
Rs, 9,i90. 

(A) Govan Agencies 
Ltd. 65,000 shares 
for Rs. 1,78.750. 

(c) Rampur Invest- 
ment Co. Ltd. 

150.000 shares for 
Rs. 4.14,844. 


Tot.m- 12.92.482 

The assessec purchased 2,18,342 Ordy. fully-paid shares for 
Rs. 6,02,784, out of this proportionate cost of 1,18,342 .shares 
is worked out on average cost basis. 


This chart will give an idea that on purchase price basis and depreciated 
value basis of the Income-tax Investigation Commission the assessed ha.s 
under-stated his capital account to the extent of Rs. 30,52,916 and 
Rs. 8,89,275 respectively and to tliat extent has overstated his liabilities. 
But as tiic assessee has not been debiting cither of these values for the 
purpose of purcliasing or repurchasing these shares, none of these values 
can be a guide to the amount of exact undcr-statement of the capital — the 
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quantum of such understatement depending on the value placed on the con- 
cealed shares. However, the ire-purchase price for these shares stands,, 
according to the above chart, at a figure of Rs. 12,92,482. Assuming that 
the value of shares cannot be more than the depreciated value adopted by 
tlic Income-tax Investigation Commission in 1951 (and this fact is amply 
borne out as the assessee himself has revalued these shares through his 
capital account on the basis of depreciated values as taken by the I.T.I.C.), 
the assessee has purchased these investments at a price of Rs. 12,92,482 as. 
against Rs. 8,89,275. This over-payment of the price has been possible only 
because the purchases were made entirely from the concerns who were in 
J. Dalmia Group. In these circumstances, the over-statement of the liabi- 
lities will be taken at the figure of Rs. 12,92,482 and interest at the rate of 
6% on this amount (viz., Rs. 77,549) will be disallowed to the assessee for 
the whole of the account year — the investments having been purchased in 
the proceeding accounting period. Penalty proceedings under section 28 
will be started in respect of this bogus inflation of expenditure. 

(3) Another important thing that happened in this year was in relation 
to the settlement of a contracted deal of shares of the assessee with M/s. 
Bharat Nidhi Ltd. The assessee took delivery of 29,500 shares of LESCO 
Chemical Works Ltd., 975 ordy. and 3,650 Pref. shares of M/s. Bharat 
Fire & General Insurance Ltd. in the accounting year and later on disposed 
of these very shares or shares taken in exchange claiming a loss of 
R.S. 3,63,725 on the deal. In addition, in his interest a/c he h^ claimed 
interest payment of Rs. 28,636 for the period 1-1-1951 to 24-3-1952 at the- 
rate of 6 per cent per annum. Full inquiries in respect of this contracted 
deal of shares were made in order to determine the genuineness of the deal 
and as to whether it was carried out in a normal commercial manner and 
in the course of share dealing business was alleged on behalf of the assessee. 

According to the previous history of the case the assessee has not been, 
treated as a share-dealer so far and his income is computed under section 12 
as against section 10 in the capacity of an investor uptil now. Even in 
appeals before the AAC the assessee has not seriously contested this point.. 
Even the question of allowance of interest paid to M/s. Bharat Bank Ltd. 
in respect of this deal has been decided against the assessee m the assessment 
years 1949-50 and 1950-51 on the following grounds as mentioned in the 
assessment order for 1949-50 : — 

“A liability must first accrue and be adjusted before it can be con- 
sidered. ■ There was no delivery of shares during the account 
year and hence no purchase of these shares. Non-delivery by 
Bank of shares shows that purchase transaction was completed 
only when consideration was paid to the Bank. In my view 
interest is not allowable under such circumstances.” 

(extract from. the assessment order for 1949-50). 

Apart from these agreements, a study of the complete history of this 
transaction reveals this to be a transaction of extraordinary nature which 
cannot be taken to be a normal share dealing as alleged by the assessee. 
Under two letters dated 5th February, 1948 the assessee agreed' to purchase 
975 ordy. and 3,650 preference shares of M/s. Bharat Fire and General 
Insurance Ltd. and 39,500 ordy. shares of LESCO Chemical Works Ltd., at 
the rates determined on that date of Rs. 101, Rs. 112 and Rs. 11 per share 
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respectively. The delivery, of the shares could be postponed till 31st March, 
1951 under the conditions specified in those letters. The delivery of these 
shares in fact was not taken even up to 31st March, 1951 and was taken 
between the period 26-3-1952 to 20-8-1952. M/s. Bharat Bank Ltd. had 
an option to sell these shares at the expense of the assessee after' 31-3-1951; 
but it did not exercise it. Prima jade such a long drawn out deal did not 
appear to be a deal which is usually put through in case of genuine dealings 
of this type. The assessee was thereupon asked as to what considerations 
prompted him to purchase these shares and to prove the purchase and sale 
price paid and received in respect of these shares by suitable evidence, e.g., 
market quotations or balance sheets of the companies concerned. In reply 
the assessee merely voiced his grievance about having explained all these 
matters in detail to my predecessors who had accepted this and as usual 
invited my attention to earlier files. Nothing whatsoever was stated about 
the assessee choosing to enter into this sort of deal and footing a substantial ' 
interest bill at the rate of 6% for failure to take delivery of shares after 
31-3-1948 (as provided in the terms of the agreement) nor did the 
assessee’s representatives produce any evidence in support of the purchase 
price stipulated in the agreement with M/s. Bharat Bank Ltd. dated 5-2-1948 
despite specific opportunities given as mentioned in the order sheet. 
Similarly no evidence about the sale price of the shares in 1952 was 
produced excepting a balance sheet as on 31st December, 1951 of M/s. 
LESCO Chemical Works Ltd., Rampur. The disinclination to produce such 
evidence and silence about the driving motive for entering into the deal 
show that these transactions remain unverified about their true nature. If 
these were genuine commercial transactions such evidence would have been 
forthcoming. The balance sheet filed of LESCO Chemical Works Ltd., 
Rampur, as on 31st December, 1951, clearly shows that the company had 
almost all its assets situated in Pakistan and the balance sheet showed the 
value of such assets in Pakistan at Rs. 5 (Furniture Re. I, Electric fittings 
Re. 1, Water supply and Installation Re. 1, Gas plant Re. 1, Due from 
Lahore Office Re. 1 ) . The very fact that the country had been partitioned 
and the assets of the concern had fallen in Pakistan would indicate that these 
shares could not be a good buy in February 1948 and not in any case to 
be worth the rate of Rs. 1 1 per share. 

I have made enquiries about this transaction also in the case of M/s. 
Bharat Nidhi Ltd. and it was discovered that it entered into three contracted 
deals of similar nature of Rs. 61,97,265 with three members of Dalmia 
Group on 5-2-1948. Tlie deal in respect of the assessee was valued at 
Rs. 9,41,775. The companies whose shares were dealt with were entirely 
under the control of the Dalmias and were their close presciwcs. Two of 
these companies which contributed to the bulk of these contracted deals 
were situated in Pakistan. 


These facts to some extent throw some light as to why these transactions 
were at all entered into with M/s. Bharat Bank Ltd., who was also a Public 
Ltd. Company of Dalmia Group. It appears that Dalmias made Bharat 
Bank Ltd. to invest to the extent of over Rs. 61 lacs m the shares of cither 
the companies which came to be situated in Pakistan or companies X'hich 
were either private limited ones or outwardly public limited, but in reality 
under the complete control of Dalmias. In fact, two of these companies- 
Dalmia Investment Co. Ltd. and Dalmia Cement and Paper Marketing Co. 
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Ltd. were the close preserves of Dalmias. These investments apparently 
did hot amount to sound and prudent investments made with an eye to the 
security and' yield hy any bunker. In order to counteract the effect of this, 
unwise and insecure investments and to contribute to the soundness of the 
Bank the Dalmias perhaps came forward to offer a cushion. Apparently 
such a transaction cannot be taken as a normal commercial deal entered into 
the course of share dealing business as alleged. ' 

From another score too tliis transaction cannot be supported to be a 
commercial one in the course of share dealing business. Looking into the 
names of the companies the shares of which were contracted by each of 
the diree persons— Seth R. Dalmia, Seth J. Dalmia and Mrs. Rama Jain, 
wife of SM Shanti Prasad Jain, it emerges that the shares contracted by 
each one of the persons almost related to the companies which fell in the 
sphere of influence of each of the three persons constituting Dalmia Group 
before its partition in early 1948. Apart from the consideration of main- 
taining the financial soundness of Bharat Bank Ltd., the three deals appear 
to have, been so devised as to pass on the shares of the companies falling 
into the control of each member to him. The deal, therefore, appears to 
have been entered in the course of a partition of interests between the three 
members of the Group and the prices that were agreed upon were_not the 
real market prices; but the inflated ones. In this view of the matter too the 
deal was entered by the assessee only in order to obtain the shares of the- 
company falling within his control and not in the Course of share dealing, 
business. Tlie prices stipulated were artificial ones and further go to sub-: 
stantiate the non-commercial nature of the deal. In this connection it will 
be interesting to invite attention to the depreciated prices which the- 
Commission put in respect of these shares. These were Rs. 35 for Ordy. 

- F.P. shares of Bharat Fire and General Insurance Ltd. and Re. 1 per share 
for the shares of LESCO Chemical Works Ltd; 

in view of the above discussion, neither ithe interest payment of 
Rs. 28,636 to ‘M/s. Bharat Nidhi Ltd. can be treated as a valid allowance 
' nor the loss claim of Rs. 3,63,725 in respect of M/s. LESCO Chemical Works 
Ltd. shares and Bharat Fire and General Insurance Ltd. shares. About 
Bharat Fire and General Insurance Ltd. shares the loss has been shown to 
have been incurred not directly on 475 Ordy, F.P. shares; but in respect 
of 100 O.P.P. shares of Rs. 25 each and 6,000 O.P.P. shares of Rs. 7/8 
each. This loss has been merely transferred from the ordinary shares to the 
ordy. partly-paid shares of two types. As per investment chart the assessee 
sold 475 ordy. F.P. shares on 8-4-1952 at the rate of Rs. 100 per share to 
Dalmia Jain Trust— another entity under the control of J. Dalmia Group and 
Dalmia Jain Trust paid the price in the shape of 100 ordy. partly-paid shares 
of Rs. 25 each and 6,000 ordy. P.P. shares of Rs. 7/8 each. This in fact 
meant an exchange deal and Shri Ganesan explained it to be for the purpose 
of gaining more voting power. The loss was incurred when these veiy' 
shares purchased from, Dalmia Jain Trust for Rs. 25 and Rs. 7/8 were 
sold on 13-9-1952 at the rate of Re. -/8/- each -for both types. Tlie 
Commission had already in 1951 determined the depreciated value of 
ordinary fully-paid shares at Rs. 35 per share and As. 8 for ordy. parity- 
paid shares. It beats me completely as to how the assessee could claim this 
loss to be genuine when he had sold the ordinary shares at the rate of Rs. lOO 
per share on 8-4-1952 to Dalmia Jain Trust and similarly purchased P.P. 
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shares at the rale of Rs. 25 and Rs. 7/8 per share, i.e., at the face value 
of these shares. The transaction is obviously a non-commercial one entered 
into between the assesses and another entity of J. Dalmia Group at mani- 
pulated rates. This loss, therefore, cannot be allowed as a valid deduction 
even in the case of share-dealing business as alleged. Similarly the loss of 
Rs. 34,500 and Rs. 2,95,000 in respect of 500 ordy. F.P, shares of Bharat 
Fire and General Insurance Ltd. and Lesco Chemical Works Ltd. cannot 
be allowed as the deal cannot be termed to be a genuine commercial deal 
and the loss cannot be held to have been sustained in a commercial deal. 

(4) In addition the assessee has been deriving a benefit from two of its 
concerns— M/s. Dalmia Cement (Bharat) Ltd. and M/s. Hari Bros. Private 
Ltd. who jointly provided their residence No. 2 Hardingc Avenue, New 
Delhi, free of any expense whatsoever. M/s. Hari Bros. Private Ltd, who 
were the Managing Agents of M/s. Dalmia Cement (Bharat) Ltd. had 
rented the first floor of the building which was owned by M/s. Dalmia 
Cement (Bharat) Ltd. for Rs. 4,200 per year and made it over to two of 
its Directors — Seth J. Dalmia and Seth V. H. Dalmia. Similarly M/s. 
Dalmia Cement (Bharat) Ltd, had kept the ground floor in its own use 
under the guise of maintaining a branch office tlicrc. The necessity to 
maintain a branch office by M/s. Dalmia Cement (Bharat) Ltd. could not 
be made out for several reasons. 

_ Firstly, the com^my had its control office in Scindia House for which 
it is charging separate expenditure and there did not appear to be any need 
for a separate branch office under the nose of the Directors. 

Secondly, it was noticed that the branch office only looked after the 
business of investments made by the company. For the assessment year 
1953-:54 of Dalmia Cement (Bharat) Ltd. in ail about 75 vouchers related 
to this business of the branch. This throws enough light on the quantum 
of business handled by it and hardly could justify the opening of a branch 
for this purpose. 

Thirdly, the enquiries made by my Inspector, reveal that even Ihul 
business of making out those vouchers and writing out books of investment 
business was in fact done at Scindia House, viz-, the control office premises. 

In these circumstances, it is obvious that M/s. Dalmia Cement (Bharat)- 
Ltd. was providing the ground floor of the building indirectly to the Directors- 
in the garb of maintaining a branch office. 

M/s. Hari Bros. Private Ltd. have stated — the position about the first 
floor which they had rented at the annual rent of Rs. 4,200 plus 50Co of the 
annua! electricity and water charges paid by M/s. Dalmia Cement (Bharat) 
Ltd. on account of their Directors and members staying in that portion. 
These charges are not recouped by them in consideration of 

(a) their looking after and entertaining the guests of the managed 
companies at their own expense; 

(b) their attending to normal official work of the managed com- 
panies on holidays and before and after the usual ollicc hours 
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of the managed companies according to the exigencies of the 
work. 

The reasons advanced do not appear to be at all convincing as in respect of 
-the first the company could grant an entertainment allowance if genuinely 
.there were a large number of guests to be entertained by the Directors on 
.behalf of the company, and in respect of the second, there cannot be such a 
heavy rush of work that the Directors would not have attended to it but 
for their having been provided a free residence. It may also be pointed out 
rhat M/s. Hari Bros. (P) Ltd. passed a resolution, dated 7th July, 1952 
which reads as follows : — 


. “As the Government have not approved the grant of free furnished 
■ accommodation to the Managing agents and the annual rental 
value of No. 2, Hardinge Avenue Bungalow being Rs. 8,400 
less 10% and of the guest house attache being Rs, 1,425 less 
10% as intimated vide letter 'No. 3384/TS, dated 30th April, 
1952, of the New Delhi Municipal Committee addressed to Shri 
Jai Dayal Dalniia Resolved that a fixed annual rental of 
Rs. 4,200 be paid by the company to Messrs. Dalmia Cement 
(Bharat) Ltd., for the portion of4he building used for the 
purposes of the. company. Further Resolved that 50% of the 
electricity and water charges bills be also paid by the company 
to Messrs. Dalmia Cement (Bharat) Ltd.” 

This shows clearly that the Government was averse to providing the free 
lumished accommodation which the company was too anxious to give to 
the Directors. It may also be pointed out that in the premises of 
2, Hardinge Avenue a separate guest house was also located. In these 
Circumstances, it MU become apparent that both the companies were too 
.anxious to provide rent free furnished accommodation free of electricity and 
water charges to j. Dalmia and V. Dalmia who are both members of this 
H U F. and thus met an obligation of theirs which but for such payment would 
Lave been payable by them. This amounts to a constructive receipt in the 
hands of the assessee. The rental of the building as per municipal valuation 
•comes to Rs. 8,400. The arrangement of sharing expenditure equally 
between M/s. Dalmia Cement (Bharat) Ltd. and M/s. Han Bros. (P) Ltd. 
■came into being only for 9 months in this year while prior to this for a 
-oeriod for 3 months the entire expenditure in respect of water and electricity 
charges taken out from M/s. Dalmia Cement Ltd. and M/s. Dalmia Cement 
(Bharat) Ltd for the whole year amounted to Rs. 1,066 and Rs. 1,753 
respectively Allocating l/3rd of this expenditure to the guest house, the 
balance was incurred on behalf of the Directors. The building also appears 
to have been furm'shed at the expense of the companies concerned as some 
items of expenditure of furnishing were debited in the account of M/s. 
Dalmia Cement (Bharat) Ltd. The value of such furnishings is estimated 
at Rs. 200 p.m. The total value of such benefits, therefore, in this year 

will be — 


Rental 

Water & Electricity Charges 
Free furniture used 


Rs. 

8.400 
1.879 

2.400 


12,679 
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The total income of the assessee is computed as under : — 

Ollier Sources ; 

Loss as per Profit & Loss account .. ,, .. I 12 0!3 

Add: 

Dividends dealt with separately . . . . . . . , 3,65,105 

4,77,118 


Deduct : 


(0 Interest paid claimed Rs. 1,13,983. 

Out of this the two disallowances as discussed above are ; — 
(o) Rs. 77,549 

(ft) Rs. 28,636 paid to Bharat Nidhi Ltd. 

In addition, interest will be disallowed on a sum of 
Rs, 78,000 paid on account of Income-tax Investigation 
Commission demands during this year on 31-5-52 after 
borrowing from M/s, Ashoka Marketing Ltd. The 
expenditure thus incurred is of a personal nature and 
interest at the rate of 6% from 31st March to 7ih 
July, ’52 riz., Rs. 877 will be disallowed in regard to 


this. — Total disallowance being : 1,07,062 

(ii) Jnsiirance premia 1,672 

This is in respect of risks of personal nature occasioned 
■ by travel etc. on the life of Seth J- Dalmia. The 
expenditure is a personal one and will be disallowed. 

(Jii) Domestic expenses obviously disallowablc . . . . 25.340 

Loss on sale of investments as discussed above 3,63,725 


U'r) Share transfer expenses claimed Rs. \Si : 

The expenses being of a capital nature in the hands of 

an investor arc disallowed 181 

(v) Dividends 

(a) Net Rs. 3,55,104 GROSS : as per details in the 4,49.563 
Annexure. 

Tax deducted at source Rs. 84,458/1 2 


(h) Dividends income added as discussed above. (This will 


be taken as net). 

Rs. 

(I) 

8,750 

(2) 

350 

(3) 

90,000 


( 17 ) Income from rent free accommodation as discussed above 

Total Income 


99.100 

12.679 10.59.822 


5.82.701 


jc penalty notices under Sec. 28 in respect of dividend in compered of minor sons .nnd 
r-in-law of J. Dalmia, interest disallowance due to undcr-slatcincnt of Capita i A.e 
xiiai,: r^r,tr.,^tnn ctinrcs loss and interest p.Tymcnt and income from unt 


I.ssuc 1 

daughter-i __ , . 

Bharat Nidhi Contracted Deals shares loss and interest payi , • , , 

free accommodation and Sec. 1SA(9) with Sec. 28 and also charge pcn-il intcrcM 
Sec. 18A(6) for assessee’s default under Sec. ISA(2), 

Issue notice of demand and clialinn, 

Sd'- 


iindei 


Assessed under Sec. 23(3). 


(P. K. MLHTAi 
Income-tax Ofj.cct. 
CLNTRALCIRCLL 1. 

DLLHI. 
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Seth J. Dalmia 
Assessment Year 


- H.U.F. 
1953-54 


. ANNEXURE TO THE ASSESSMENT ORDER 

JDebit Investment 


Dalmia Cement Ltd. Ordy. F.P. shares 82,605 
shares @ Rs. 10 p.s. xDiv. Plus transfer 
' stamps Rs. 286/8/-. 

Dalmia Cement Ltd. Deferred shares 195,600 
shares @ Re. 1 p.s. 

Dalmia Cement Ltd. Pref. P.P. s'hares 17,956 
shares@Rs. 25 p.s. xDiv. 

Patiala Biscuit Mfrs. Ltd. shares 21 8,342 shares 
@ Rs. 2/8/- p.s. 

Bharat Fire & General Insurance Ltd. Ordy. 
shares 520 shares @ Rs. 50 p.s. F.P. 

National Safe Deposit & Cold Storage Ltd. 

20.000 shares @ Re. -/8/- pep share. 

Bharat Fire & General Ins. Ltd. Defd. shares 
68,885 shares @ Re. 1 p.s. 

Rohtas Industries Ltd. Ordy. shares 133,000 
shares @ Rs. 50 per share., 

Dalmia Investment Co. Ltd. Pref. shares 1 1,300 
shares @ Rs. 50 per share. 

Dalmia Investment Co. Ltd., Ordy. shares 
214,010 shares @ Rs. 2 per share plus. 
Transfer stamps Rs. 1,980. 

IDebit Seth R. Dalmia 

Dalmia Jain & Co. (Jind) Ltd. shares 3,500 
@ Rs. 10 per share. 

Dadri Marketing Ltd. shares 1,260@ Rs. 10 
per share. 

Dalmia Cement & Paper Marketing Co. Ltd. 
Deferred shares — 350,000 shares @ Re. -/4/- 
per share. 

Dalmia Dadri Cement Ltd. Deferred shares 
1 19,300 shares @ Re. -/8/- per share. 

Rajputana Investment Ltd. .Deferred shares 

120.000 shares @ Re. -/8/- per share. 

Dalmia Cement and Paper Marketing Co. 
Ltd. Preference shares. 

4,600 shares @ Rs. 50 per share and Transfer 
stamps Rs. 1,650. 


8,26,336 8 0 

1,83,600 0 0 
4,48,900 0 0 
5,45,855 0 0 
' 26,000 0 0 
81,250 0 0 
• 68,885 0 0 
10,64,000 0 0 

5.65.000 0 0 

4.30.000 0 0 

42.39.826 8 0 

35.000 0 0 
12,600 0 0 
87,500 0 0' 

59,650 0 0 

60.000 0 0 

2,31,650 0 0 8,85,000 0 0 

51.24.826 0 0 


’Credit Investment : 

Dalmia Cement Ltd. Ordy. P.P. shares 
301,579 shares @ Rs. 3/8/- per shareXDiv. 

Govan Bros. Ltd. Pref. shares 

10,000 shares @ Rs. 80 p.s.xDiv. 

Govan Bros. Ltd. Ordy. shares 

10,000 shares @ Rs. 327 p.s. 


10.54.826 8 0 
8.00,000 0 0 

' 32,70,000 0 0 

51.24.826 0 0 


Being formerinvestment purchased in account of self and for Mr. R. Dalmia incxch. t, 

of atter investment sold. 
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DIVIDEND ANNEXURE 


Shri J. Dalmia Assessment year 1953-54. 


Name of the 

Name of 

Date of Percentage 

Amount 


Remarks 

Company 

regd. share 

declara- 






holder. 

tion 





(I) 

(2) 

(3) 

(4) 

(5) 


(6) 

1. Digvijay 

J. Dalmia 

22-7-52 


25 


It is not to be gros- 

Cement 






sed as the profits 

Co. Ltd. 






out of which the 
dividend was said 
to have been ap- 







propriated were 
not subjected to 







tax. 

2. Bharat 

Shriyans 

28-4-52 


750 


The shares in respect 

Fire & 

Pd. 



** 


of which this 

Gen. Ins. . 






. dividend has been 
declared to be not 







regd. in the name 
of the assesscc. 

3. Do. 

Rajinder 

Do. 


750 


Do. 


Kill. 






4. Associa- 

J. Dalmia 

25-1-52 

89-24% 

48 

8 

0 

ted Ce- 
ment Com' 
panics 

Ltd. 







5. Travan- 

Do. 

27-3-52 


30 

0 

0 

cone 

Cement 

Ltd. 







6. Andhra 

Do. 

31-5-52 

100% 

5 

0 

0 

Cement 
Co. Ltd. 







7. Sonc Val- 

Do. 

6-6-52 

100% 

10 

6 

0 

ley Ce- 
ment Co. 







Ltd. 







8. Bharat 

Do. 

28-4-52 

100% 

46,593 

2 

0 

Fire & 
Gen. Ins. 
Ltd. 







9. Kharkhari 

Do. 

5-12-51 

100% 

9,900 

0 

0 

Coal Co. 
Ltd. 

Do. 

22-12-51 


40,425 

0 

0 However, it is found 

10. Dalmia 



out from the 

Cement 






assit. records of 

Ltd. 






M/s. D.almia 

11. Do. 

Do. 

Do. 


468 

12 

0 Cement Ltd. 
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DIVIDEND ANNEXURE— coH/rf. 


(1) 

(2) 

(3) 

12. Dalmia 

J. Dalmia 

22-12-51 

Cement 



Ltd. 



13. Do. 

Do. 

30-9-51 


SUMMARY 

(0 - 
(«) 

(m) 

To be taken as net : 


W (5) (6) 

1,00,853 ‘5 6 that the dividends 
in question were 
declared by the 
Company out of 
1,65,245 10 0 the profits for the 

period ended 

31-12-51 and as 
36,51,103 11 0 such the percent- 
ages of taxed and 
untaxed profits 
works out to 
77-4% (including 
11% 15-C) and 
.22-6% in respect 
of India & Pakistan 
in dividends will, 
therefore, be given 
credit at the afore- 
said percentages. 

Net Gross At source 

47 8 0 62 . 14 0 0 

56,508 8 0 76,621 20,112 8 0 

3,06,992 11 6 371,325* 64,332 4 6 

1,555 0 0 1,555 — 

3,65,103 1 6 449,563 84,458 12 6 


*This includes Rs.*40,846 to bs taken only for rate purposes. 
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CHAPTER 1 


USTRODU CTORV 


^ . . r„:„ Ainvays and Dalmia Jain Aviation 

The affairs «£ deal with them as a set. 

^vere largely interhnUd, so w 
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CHAPTER II 

ALLENBERRY : ACQUISITION AND CONTROL 

We wiJ] first examine the control of AJJenberry. 

Allenberry & Co. is a very old company which was in existence from 
hiefore 1924. Originally it belonged to an English firm, Thomson & 
Thomas Williams. It was converted into a private limited company on 
7-2-25. In or about April 1945 the control passed into die hands of the 
D. J. Group. At that time the company had substantial assets and reserves 
■and was conducting a flourishing business. 

The control was initially acquired by the D. J. Group and then in gradual 
■-Stages it became an R. Dalmia concern by 27-3-50. 

The original directors had no connection with the D. J. Group. They 
resigned between 31-3-45 and 3-4-45 and were succeeded by the following 
persons : Shanti Prasad Jain, V. H. Dalmia, H. D. Bishnoi and R. Bajoria. 

Shanti Prasad Jain was a member of the D. J. Group and is a son-in-law 
of R. Dalmia. 

V. H. Dalmia is a son of J. Dalmia and a nephew of R. Dalmia. When 
lie was’ appointed director, V. H. Dalmia was only 21 years old and it is 
•evident from his evidence that he had not much experience and had very 
little independent say in the business. 

H. D. Bishnoi and R. Bajoria were paid employees of one or other of 
the D. J. Group concerns. 

It is evident from this that Shanti Prasad Jain was the man in direct 
•control from April 1945 though V. H. Dalmia was nominally tlic managing 
-director; but it is also clear from the evidence of V. H. Dalmia, Shanti 
Prasad Jain and others that though R. Dalmia was not connected with tills 
•company as a director, he was consulted about its aflairs and had a pre- 
dominant voice in the management. 

Therefore, so far as the directorate is concerned, Shanti Prasad Jain 
had all the influence and directly \vieldcd all the authority; and in the ha'ck- 
:ground were J. Dalmia and R. Dalmia. In other words, in the directorate 
section the control of the Dalmia Jain Group was absolute in April 1945. 

It is, however, fair to say that J. Dalmia had vciy little direct concern 
with the running and management of Allenberry. Tlicre is evidence to 
indicate that hc^vas a technician and tliat generally speaking, his concern 
with the companies under the control of the D. J. Group was mainly on the 
techm’cal side. 

An analysis of the registered shareholding.? also reveals that the share- 
holdings control by the D'. J. Group in 1946'was about 78 per cent. Tlic 
total issued shares were 40,000. On 15-4-45 it was decided at a •-hare- 
holders’ meeting to shift the registered office of the company from Ca'cntt.a 
to Dalmianagar in Bihar. Tills is significant because D.al.mi.anacar 

20? 
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shLi' capkS S"the cXa^yfroS rTi £ to Rfs^r'es Vh Tl 

was appointed managing director at that meeting. ' 

_ These important decisions were reached at a shareholders’ mpptinc- 

shareholders were present in persons’ and 
r,„j Chairman of the meeting was the 21 year old V H 

Dalmia and all 12 were interested in the D. T Group (Ex. 253). ' ‘ 

Wien the share wpital was increased, each shareholder was given a 
bonus of 3 shares. These shares were issued on 28-2-46. That had the 
effect of quadrupling each shareholder s holding but made no difference to. 

fh:rS^rf,6T000\hmel share capital thus rose from 40,000- 


Thc shareholding control of the D. J. Group, increased to 81 ;1 per cent 
on 1-9-46 and continued at that figure till 27-3-50. The figures are not. 

CXHCt. 


Between 27-3-50 and 10-1-52 the- entire 1,60,000 shares were acquired, 
by two trusts, the Yogiraj Charity Trust and the Bhriguraj Charity Trust 
(Exs. 459 and . 457). These two trusts were created by R. Dahnia. He 
was not only the founder trustee, but under the respective trust deeds, the- 
absolute control of these trusts vested in him. (Exs. 454 and 455). There- 
fore, from 27-3-50 onwards, R. Dalmia had 100 per cent of the share- 
holdings control of Allenberry through .these two trusts. 


Shanti Prasad Jain, who had the real control of the directors between; 
3-4-45 and 4-12-48, was replaced by his nephew, Shital Prasad Jain on 
9-12-48; and Shital Prasad Jain condnued as director from 9-12-48 to- 
26-4r5I. Shanti Prasad Jain’s case is that he ceased to take part or interest 
in the management after 31-5-48. But as he was on the Board of Directors- 
down to 4-12-48 it is evident from the composition of the Board that he 
was in a position to exercise effective control even if he did not attend, 
meetings. ' 


The youthful V. H. Dalmia . condnued from 3-5-45 to 3-11-47 and 
another relation, Raizada Brij Mohan Lai, was a director from 20-6-47 to- 
10-3-52.. 


Brii Mohan Lai was also young. He was only 23 m 1947 and had 
married R. Dalmia’s sister’s daughter. He told us that he was a nominee- 
director” and succinctly summarised his duties m these words, 

“Mv dutv as a nominee director was that whenever I was invited 

to a' rneetin*^ I used to attend the meeting No question of 

voting ever arose at any of. the Directors’ meetings. . . . .They 
used to pass resolutions. There were no discussions We were 
told that these are the resolutions that will be typed later on 
and incorporated in the minutes. We were never asked our 
opinions about the resolutions and never asked whether wc 
agreed with , them or not.” 

-Rri; Mnhan Lai also told us that .he carried out the directions of, first, 
ShandCJd Jato! ten Shital Prasad Jain and then R. Sharma. 

r,, 1 r> A Tnin xunc inchatge of the accounts at Dalmianagar. P. S. 

Pa.g Shital Prasad .as 
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concerned with the appointment of directors of the various companies 
belonging to the D. J. Group. 

Another of Allenberry’s directors was Raizada Man Mohan Lai. He 
was there from 17-3-51 to 26-12-51. He is a brother of Raizada Brij 
Mohan Lai and, according to the evidence of Brij Mohan, he had about as 
much knowledge of, and say in, matters relating to Allcnberr}' as Brij 
Mohan. 

Then there was G. Ramachandran, also a director, from 25-2-52 to 
23-4-52. He was the Private Secretary of R. Dalmia. He started on a 
•salary of Rs. 150 a month and rose to Rs. 265 a month. He was also a 
■director of other Dalmia concerns namely, D.C.P.M., D. J. Aviation, later 
•called Asia Udyog and Edward Keventors. He called himself a “benamidar 
•director” in the witness box. Later, when D.C.P.M. went into liquidation, 
he was its voluntary liquidator. When asked about his duties as a director 
'be replied, 

“I was merely R. Dalmia’s secretary and I never applied my mind 
to all these details. Whenever papers came to me 1 used to 
show them to R. Dalmia and if he said that I could sign them 
I used to sign them. If he said, don’t sign them I would never 
have signed them. I did what R. Dalmia told me. I ne\'cr 
differed from what he told me.” 

J. M. Gupta was another director. He was an employee and frankly 
described himself as a dummy. He acted from 13-2-46 to 1-12-47. 

The remaining persons who acted as Directors from time to time arc 
Kunj Beharilal Chordia (R. Dalmia’s brother-in-law), R. Sharma. 
Rameshwar Prasad Mittal and D. A. Patel. All were employees of one 
or other of the Dalmia concerns. D. A. Patel also figures as the voluntary 
liquidator of the following companies : 

(I) D.C.P.M., (2) Vastra Vyavasaya, (3) Jaipur Agencies, (4) 
Dadri Marketing, (5) C. Lazarus & Co., (6) Rashtriya Agencies. 
(7) Jaipur Traders, (S) Pepsu Trading, (9) Vislnva Indus- 
tries, (10) Premier Trading Corporation, (11) Rajasthan 
Udyog, (12) Dalmia Jain & Co. (Jind State), (13) Govan 
Bros. Private Ltd. 

Thus the control of the D. J. Group and later of R. Dalmia. o\-er 
Allcnberry and Co. from 1945 was complete, 




CHAPTER III 

D. J. AIRWAYS : FORMATION 

Turning next to D. J. Airways, we find that at first this company was 
completely controlled by the D. J. Group and later by R. Dalmia. It was 
floated as a public limited company and the main object of the floatation 
was to draw money away from the public company and drain it into 
Allenberry. We will establish that as we go along. The history of its 
formation is as follows ; 

After the conclusion of hostilities in the second World War, the Govern- 
ment of the United States of America had a large stock of surplus vehicles 
and stores in India. In order to wind up its affairs here it wanted to dispose 
of this stock at an early date; and for that reason it was prepared to sell 
the stock at bargain prices; also, it wanted a buyer who would take the 
lot at once. 

The Dalmia Jain Group was anxious to get these goods and comer the 
market because motor vehicles and stores were not easily available in those 
days though the demand for them was great. But the Director General of 
Disposals' wanted over Rs. 51- crores for them and wanted to close the deal 
at an early date. The D. J. Group’s private concern Allenberry was not 
in a position to raise all the money itself nor could it raise money from 
tlie public because it was a private limited company, and, in any event, that 
would have defeated the purpose that the D. J. Group had in view. They, 
therefore, devised the method of floating a public limited company and 
getting the necessary funds from the public. But at no time was there any 
intention of letting the public share in the benefits of this bargain or of 
giving it a return on its investment. 

This is strongly disputed by Shaiiti Prasad Jain and J. Dalmia, They 
say that D, J. Airways was formed to run an aviation business and that the 
idea of taking it on as a financing partner of Allenberry in respect of the 
Disposal goods business arose at a later stage. They also said that, except 
for the last Rs. 50 lacs, Allenberry could have financed the entire deal of 
Rs. 242 lacs without the assistance of D. J. Airways; and that, as the deci- 
sion to buy the last instalment of disposal goods was made after the forma- ' 
tion of the partnership, it is wrong to say that Allenberry had the intention 
to take on D. J. Airways as a financing partner from the start. 

But the following description of the sequence of events is significant. 
V. H. Dalmia told us in the witness box that during the war Allenberry 
handled U. S. Army Aviation Department contracts for the servicing and 
conditioning of their vehicles, so Allenberry’s officials had many opportuni- 
ties of coming into contact with the U.S. Army authorities, Allenberry thus 
learnt that after the war the U.S. Army would leave a large number of spare 
parts and vehicles for disposal in India. Allenberry also realised that new 
vehicles and stores would not reach this country for a long time after the 
conclusion of hostilities. Therefore, 

“Allenberry were looking for an opportunity to buy some of tiie 
Army disposal vehicles.” 

213 
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■ H. D^mia goes on to say that some time in April or May 1946 
Allenbeny s General Manager, S. N. Verma, and some other officers of the 
were told to make a survey of the U.S. Army vehicles, most of 
which were concentrated at the Moran Depot in Assam. 

It is evident from this that the information that a large stock of vehicles 
Md stoi^ would be left by the U.S. Army for sale in India was obtained 
by the D. J. Group before the war ended, and, as we shall see later, Shanti 
Prasad Jain also admitted this. The plan to buy them took shape in April 
or May 1946 at the latest. 


Discussions then ensued between Shanti Prasad Jain and R. Dalraia as 
a result of which V. H. Dalmia directed the General Manager of Menbcrr}' 
to discuss the financial implications of the deal with Allenberry’s bankers. 
About the same time S. N. Verma and Williamson went to Delhi and dis- 
cussed the matter \vith R. Dalmia and Shanti Prasad Jain. 


As a result of these consultations Shanti Prasad Jain and J. M. Gupta 
(then one of Allenberry’s directors) had ,an interview with the Director 
General of Disposals; and V. H. Dalmia told us that 

“The D. G. Disposals gave our representative to understand that 
if Allenberry were willing to buy the entire lot he would give 
them preference over other buyers. It was estimated that the 
entire deal would entail an expenditure of roughly Rs. 5 
crores.” ' 


This occasioned a further consultation with AUenbeny’s bankers, and 
V. H. Dalmia tells what happened. He says that 

“So far as the bigger deal was concerned, it was realised that 
Allenberry w'ould not be able to finance it from its own 
resources. . . .We could easily have raised- over one and a half 
crores by arrangement with our bankers. We could not have 
gone in for the entire lot without raising another Rs. 4 crores.” 

He is fully corroborated by Shanti Prasad Jain. He said in his written 
statement. 

“It is thus obvious that though Allenberry & Co. Ltd., had the organi- 
sation and technical staff necessary for the purpose of cany-ing 
out this transaction, it did not have adequate resources for the 
purposes of financing the whole of the transaction while Dalmia 
Jain Airways could have raised resources from the public.” 


In any case tliere can be no doubt about this because a glance at 
Allenberrv’s balance sheet as on 30-6-46 (Ex. 84) reveals that, the total 
assets of Allenberry' at the time amounted to only Rs. 1,35,63,928-7-3 and 
the cash the bank was only Rs. 87,111-11-9, while its liabilities were 

Rs. 1,12,06,208. ; 

Y. H. Dalmia explains the next step thus, 


“When we realised that this was the position we suggested to our 
colleagues in Delhi that unless they could find out some means 
of raising this Rs. 4 crores for Allenberry the deal would either 
fall through or they must take somebody else as a financing 
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partner. Then Shanti Prasad Jain and R. K. Dalmia explored 
possibilities of taking in D. J. Airways as the financing partner.” 

It is true that D. J. Airways was in existence when the surplus vehicles 
were bou^t. The application for permission to float the company was 
made on 3-5-46 (Ex. 77). But V. H. Dalmia said that the information 
that these goods would be for sale was obtained before the end of the war 
and that the plan to purchase them was formulated in April or May 1946. 

He is corroborated by the fact that two officers of Allenberry namely, 
S. N. Verma, the General Manager, and Williamson, the Sales Manager, 
were sent to inspect the disposal vehicles lying at the Moran Depot. S. N. 
Verma made a statement to that effect before the AAitrators. As the 
inspection must have taken some time and as the decision to have an inspec- 
tion made must have been reached even earlier, it is evident that the decision 
to buy the goods must have been reached well before 3-5-46, the date on 
which the application for permission to float the company was made to the 
Examiner of Capital Issues. (Ex. 77)- 

The matter is clinched by V. H. Dalmia’s statement to the effect that 
Allenberry could have raised about Rs. li crores but not the remaining 
Rs. 4 crores and so, unless the entire Rs. 5i- crores was raised the entire deal 
would fall through unless a financing partner was obtained. This is also 
proved by Shanti Prasad Jain’s letter Ex. 99, dated 12-7-46. Therefore 
the decision to take on a financing partner clearly preceded the decision to 
purchase the entire Rs. 5i crores worth of goods as that constituted the 
“entire deal”. 

This is strongly contested by Shanti Prasad Jain and J. Dalmia. In 
argument, Mr. R. C. Jain threw V. H. Dalmia overboard thou^ he also 
appeared for V. H.. Dalmia, and said that he was only a boy of 21 with 
little education, so what could he have known about all this ? He said that 
V. H. Dalmia was anxious to show off in the witness box and to parade 
his own importance. Counsel argued, who will believe that a boy like him 
would know about these things even thou^ he was the managing director 
of Allenberry. He relied instead on the evidence of Shanti Prasad Jain and 
S. N. Verma. 

Shanti Prasad Jain admitted in his written Statement in D. J. Airways, 
that Allenberry serviced and conditioned U.S. Army vehicles during the 
war and that they learned during the war that 

“after the war came to an end the U-S. Army would leave in India 
a large number of vehicles and spare parts for suiplus dis- 
posal. It was felt that it would take considerable time after 
the cessation of the war before sufficient new vehicles arrived 
in the Indian market to meet the demand and that if the said 
vehicles and spare parts could be purchased by Allenberry & 
* Co. Ltd. such transactions would be very profitable.” 

This corroborates V. H. Dalmia where he tells us that the idea of buying 
up these vehicles at the end of the war arose even before the war ended. 

We will now turn to the spare parts. According to Shanti Prasad Jain 
the tot they heard of the spare parts and the R3A Plant was on the 
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morning of the 11th. But Ais is not what he said in his written statement 
He said there, speaking of the knowledge of the D. J. Group about the US 
Army surpluses, that the knowledge was acquired during the war. 


The passage that we have quoted above relates to the 
well and it was obviously culled from the following passage in 
evidence : 


spare parts as 
y. H. Dalihia’s 


“They learned that after- the war came to an end the U.S. Army 
would leave in India a large number of Army vehicles and 
spare parts." ; . 


V. H. Dalmia also told us that the financial implications of the,e«///e 
deal was considered and not merely of the first Rs. 242 lacs. We will repeat 
what we have already quoted earlier from his evidence ; 

“We could easily have raised over one and a half crores worth 
with our bankers. We could not have gone in tor tb& entire 
lot without raising another 4 crores. When ide realised that 
this was the position we suggested to our colleagues at Delhi 
that unless they^ could find out some means of raising the 4 
crores the deal would either fall through orjhey must take on 
somebody as a financing partner." 

In view of that, and in view of Shanti Prasad Jains’ written statement, 
we disbelieve the story given by Shanti Prasad Jain and S. N. Venna in 
their evidence that the existence of the spare parts came as a suiprise. on 
the morning of the 1 1th, In our opinion the entire deal was considered as 
a whole, and the financing partner that they wanted was in respect of the 
entire Rs, Si- crores and not merely for the extra Rs. 50 lacs worth of goods 
that is said to have been suddenly and unexpectedly offered to them on the 
morning of the 11th. 

We wll turn next to the evidence about the reasons for the floatation 
of D.. J. Airways. The Commission said in its statement of matters that 
the company was formed for, the purpose of running two kinds of business, 

(1) Aviation business; and 

(2) disposal vehicles and stores business. 

This assertion as denied by Shanti Prasad Jain in his written statement. 
He said, ' ; / . 

“It is denied that D- J. Airways . was floated to do two kinds of 

business it was floated for the purpose of carrying on 

. aviation business alone.” , , 

This denial of Shanti Prasad Jain is disproved by the evidence of 
R.' Dalmia given an oath before the District Judge of Delhi on 11-10-52 
(Ex. 845). He said, 

“It is not correct that D. J. Airways was floated solely for the pur- 
.pose of running an air company. The company had other 
objects as mentioned in its Memorandum of Association. 

. As this happens to accord with the fact that the company did run two 
kinds of business and that the second started wdthin two months of its incor- 
poration, we see no reason why we should not accept this evidence, especially 
as R. Dalmia is the one who is more likely to know the truth than, anyone 
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else. That therefore proves that the intention, even before incorporation, 
was that D. J. Airways should run more than one Tdnd of business. 

Now the only other business it ran, aside from aviation, was the business 
of disposal vehicles and stores. It follows that this business was the other 
kind of business in contemplation at the ^ date of the floatation. In any 
event, there is no evidence of even a suggestion, to show that there was 
any kind of business other than the disposal business in view. We are, 
therefore, justified in concluding that the disposal vehicles and spare parts 
business was in contemplation for this company even before it was floated; 
and that one of the object for which it was floated was to do this kind of 
business. On this evidence we are of opinion that, 

(1) that D. J. Group knew of the existence of the disposal vehicles 
,.and stores before the war ended, that is to say, before the 

floatation of D. J. Airways; 

(2) that they knew then that the U.S. Army intended to dispose of 
this surplus stock at cheap rates after the end of the war; . 

, (3) that the D. J. Group conceived the idea of buying up this surplus 
stock after the end of the war; 

(4) that after the war, they took steps to implement that idea; and 

(5) to that end they 

(a) sent Allenberry’s officers to inspect the vehicles, draw up 
a list of them and make a rough estimate of their value; 
and 

(b) they applied to the Controller of Capital Issues for sanc- 
tion for the issue of capital of Rs. 40 lacs on 3-5-46. 

We will now turn to the evidence about the inspection by the officers of 
AUenberry. We have seen that V. H. Dalmia told us that S. N. Verma 
and some other officers of AUenberry were sent to make a survey of these 
vehicles some time in April or May 1946. S. N. Verma (W. 50) contradicts 
this. His story is that he and another officer of AUenberry, Williamson, 
stumbled on these vehicles by accident while on a visit to Allenberry’s 
branch at Dibrugarh. He also said that the idea of buying the vehicles 
arose at fiis level and not at that of R. Dalmia and Shanti Prasad Jain; also 
that he, Verma, thought, “sometime in the latter part of May,” that it would 
be a good idea for AUenberry to buy them. He, therefore, contacted 
R. Dalmia (who was then at Mussoorie) on the telephone and suggested 
to him that they buy the vehicles. 

Shanti Prasad Jain said that the first he heard about these vehicles was 
at Mussoorie when S. N. Verma came there at the instance of R. Dalmia. 
But V. H. Dalmia told us that he, V. H. Dalmia, informed Shanti Prasad 
Jain about this earlier, The sequence of events ^ven by him is this : — 

1. S. N. Verma and other officers were sent to inspect the vehicles 
in April or May 1946; 

2. S. N. Verma then submitted a report to him, V. H. Dalmia; 

3. V. H. Dalmia and his colleagues in Calcutta then made a refer- 
ence to their Chairman, Shanti Prasad Jain; 

4. Shanti Prasad Jain asked him, V. H. Dalmia, to send S. N. Verma 
and others to Delhi for detailed discussions with the D. G. 
Disposals, and Shanti Prasad Jain also went to Delhi; 
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5. At Delhi - they discussed the . matter between 
R. Dalmia. . 


themselves and 


Shanti Prasad Jain’s story does not fit in with that of V. H. Dalmia. 

We have therefore to choose between the versions of V. H. Dalmia and 
i>. .N. Verma on this point. In view of what Shanti Prasad Jain said in his 
Witten statement about the knowledge of Allenberry' regarding the existence 
of the^ vehicles and about their idea (formed before the war) that it would 
be a good thing to buy them up after the conclusion of the war, we think 
that y. H. Dalmia’s story sounds the more probable of the two. If V. H. 
Dalmia and the General Manager knew, then it is very unlikely that 

R. , Dalmia and Shanti Prasad Jain would have been kept in the dark. 

Another pointer to the 'truth of V. H. Dalmia’s version is that S. N. 
Verma admitted that he and Williamson were at first refused permission to 
inspect the vehicles. He said that they had to go to a place clalled Panitola 
to obtain the necessary permission from die Controller of the Unit. This 
persistence, especially in the middle of the hot weather, is more consistent 
with action taken in pursuance of definite oiders to go there and inspect 
the vehicles than with a desire to satisfy a passing curiosity; especially as 
they took the trouble to make a list and draw up a statement. 

In view of all this we believe V, H. Dalmia on this point and disbelieve 

S. N. Verma when he says that he came across the vehicles by accident and 
that he was not sent there to inspect them. We also disbelieve Shanti Prasad 
Jain when he says that the first he came to know about the existence of the 
vehicles was when he met S, N. Verma in Mussoorie in July 1946. 

The next point is about the date of the inspection. 

S. N. Verma said that he and Williamson inspected the vehicles at Moran 
in May 1946. He did not say when. 

V. H. Dalinia had already told us that the inspection was "sometime in 
April or May 1946”. Despite this, Verma contended himself with saying 
that the inspection was in May. ^Mr. Shah then said, 

“You told us that you inspected these vehicles at the end of May 
.•1946.” 

Now, the witness had not said that, and Mr. Shah, without waiting for an 
answer, went on and asked him, 

: “What did you do thereafter?” 

The answer of the witness was confined- to the latter part of the 
questions 

Now whether the witness’s statement was deliberate or not we have 
little doubt that the inspection preceded^ the floatation of D. J. Airways. 
We know that they were thinking of buying up the .vehicles before tlie war 
ended We know from the following assertion m Shanti Prasad Jams 
written statement that the D. J. Group was anxious to corner the market. 

He said,- , , t -j 

‘The D.G. Disposals had represented .that besiaes tlie said 

disposal vehicles there were no other disposal vehicles in the Indian 

market So if Allenberry & Co. purchased the said disposal 

vehicles Allenberry would have a monopoly for such vehicles m the 

■ Indian market.” 
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Then he said that they found later that there were other vehicles for 
sale and said that if they were sold to others the D. J, Group “would not 
have the monopoly for such vehicles.” 

We also know from R. Dalmia that the D. J, Group had other business 
for D. J. Airways in mind before they floated it. For the reasons given 
earlier, that other business could only have been this business of disposal 
vehicles. It is unlikely that they would have gone ahead with the floatation 
without first getting an idea of the size and value of the undertaking on 
which they were thinking of embarking. Therefore, we think the inspection 
must have preceded the floatation; and even if it was made on the 1st or 2nd 
of May as a final check, that would still be before 3-5-46, the date of the 
application to the Examiner of Capital Issues. Therefore, it is reasonable 
to conclude that the idea of getting money from the public for financing 
the deal was conceived before the floatation. 

We will now pass on to the next point, namely, whether Allenberry was 
in a position to pay for the vehicles. Here again, V. H. Dalmia was thrown 
overboard. 

We will take S. N. Verma as a starting point. He says that after he and 
Williamson had inspected the vehicles at the end of May 1946 /?e told 
R. Dalmia, who was then at Mussoorie, about their discoveiy and suggested 
that Allenberry should buy up the stock. R. Dalmia told him to come to 
Mussoorie so he and Williamson both went there on the 2nd or 3rd of 
July 1948 and met R, Dalmia and Shanti Prasad Jain there. 

In his evidence, Shanti Prasad Jain said that the first time he learnt 
about these vehicles was in July, 1946 when S. N. Verma and Williamson 
came to visit them at Mussoorie. We do not believe him in view of 
V. H. Dahnia’s statement to the contrary. 

We have already drawn attention to S. N. Verma’s statement that the 
whole idea originated at his level at the end of May 1946. But he said that 
before he went to Mussoorie he took the precaution of consulting Mr. Parker, 
the General Manager of the Eastern Branch of Lloyds Bank about the 
possibility of an advance for this purchase; and he said that Parker assured 
him that the bank would be willing to advance Allenberry money on the 
security of the vehicles and that it would treat them as new for the purpose. 
Parker, however, said that he was not able to give any particular assurance 
at that time. 

• The upshot of the discussions at Mussoorie was that S. N. Verma was 
told to go ahead with the deal and enter into negotiations with the Director 
General of Disposals. 

S. N. Verma says that he thereupon went to see the D. G. Disposals and 
obtained a rough idea about the price from him. Then, soon after 2-7-46, 
he went to see Parker and Watts of Lloyds Bank and obtained an assurance 
from them that the bank would be willing to finance the deal. Armed with 
this information he returned to Mussoorie. 

Shanti Prasad Jain said that the second meeting at Mussoorie was in 
the first week in July. The upshot of the meeting was that S. N. Verma 
and he should go to Delhi and close the deal with the D. G. Disposals. 
They therefore went and saw the Director General on the 9th of July. 
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T 3 o Jam said that he thought that deal would cost them about 

Sf'. ^ laldis (actually it was settled for Rs. 180 lakhs). But, he savs 
that when he got there he was offered some more vehicles and that that 
brou^t/Ae toM offer up to Rs. 230 lalis plus a sum that had yet to be 
negotiated for 200 auto-cars and white tractors. Shanti Prasad- accepted the 
offer and signed an a^eement on behalf of Allenberry (Ex. 82). He said 
that there was no idea of associating D. J. Airways, with the deal at that 
time and so he signed bn behalf of Allenbeny alone. 

The price of the auto-cars and white tractors was not settled on the 
10th. That was done the next day. The bill (Ex! 89) came to Rs. 62 lakhs, 
which, with the Rs. 180 lakhs in Ex. 82, brought the total up to Rs. 242 lakhs. 
Shanti- Prasad Jain said that all this took place on the morning of the 11th. 
There was no intention to bring D. J. Airways into the picture, at that stage 
as Allenberry was in a position to raise about Rs, 250 lakhs and so could 
have gone ahead with the deal. Anyway, that was the position up to the 
morning of the 11th. 


To carry on with the story. Shanti Prasad Jain said that while they were 
settling the Rs. 242 lakhs deal on the morning of the 1 1th, the D. G. Disposals 
told him that some spare parts and an R3A Plant were also for sale and 
that this would cost about Rs. 50 lakhs more. Shanti Prasad Jain said 
that he had already exceeded his estimate of Rs. 200 lakhs when be agreed 
to purchase of Rs. 242 lakhs, and as he did not know whether Allenberry 
would. be able to finance the extra Rs. 50 lakhs he asked the D. G. Disposals 
for time till the afternoon of the 11th to make up. his mind. 


/ 


S. N. Verma and Williamson were called in for a consultation after lunch 
and they pressed for the extra purchase and said that it would be very much 
to the advantage, of Allenberry. S. N. Verma also brought some papers with 
him showing the financial position of the company and said that,. 

“it will be possible to arrange additional margin that will be required 
. for this additional deal by the company’s bankers;” 

This suggestion was overruled and Shanti Prasad Jain told us that it was 
decided that, 

: “we should not entirely depend on the resources of Allenbeny and 

the additional deal should be done only if we can find a suitable 
partner for the deal.” 

They had no difficulty in hading the partner they wanted. D. J. Airways 
was waiting on the doorstep. Shanti Prasad Jain says that a meetmg of 
the Board of Directors of D. J. Airways was held after these discussions and 

it was; ’ 

“decided in principle that D. J. Airways should be prepared to go 
ahead with Allenberiy as partners if permission was granted to raise 
further capital.” 

<;hanti Prasad Jain said that the directors present at that meeting were 
(1) J. M. Gupta, (2) R. K. Jain, and (3) himself.^ 

S. N. Verma carried the story forward. He said that 

“we called on the D. G. Disposals in the afternoon and Mr. Shanti 
Prasad Jain mentioned that it was their intention to take into paitor- 
. ship D. J. Airways provided they were able to obtain permission from 
the Controller of Capital Issues.” 
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This presented no difficulty. The Director General of Disposals simply 
lifted his telephone and explained the whole matter to the Examiner of 
Capital Issues over the phone and then and there obtained an assurance 
that ffie permission would be forthcoming. On receipt of this assurance 
Shanti Prasad Jain went ahead with the deal- and accepted the additional 
offer. The sale bills, Exs. 87 and 89, were thereupon drawn up in the 
naihes of Allenberry and D. J. Airways jointly. 

Shanti Prasad Jain insisted that he did not commit D. J. Airways to this 
purchase and said that simply because the D. G. Disposals chose to put 
down D. J. Airways as a joint purchaser that did not bind D. J. Airways; 
and he said 

“Why should I object to anything where somebody makes a commit- 
ment ? I do not bother what the other fellow does. He is com- 
mitting, Sir, that he will assist me to obtain necessary permission 
from the Examiner of Capital Issues.” 

There can be no doubt that this committed D. J. Ainvays to the purchase 
so far as Shanti Prasad Jain was concerned, provided he had the necessary 
authority to act on behalf of D. J. Airways. If he is to be believed, he 
obtained the authority from the meeting of the Board of Directors an hour 
or so earlier. D. J. Airways was added as a purchaser by the D. G. Disposals 
because of what Shanti Prasad Jain said. Acceptance of an offer of this 
kind does not have to be in writing, so, apart from what Shanti Prasad Jain 
said to the Director General his conduct alone would have constituted an 
acceptance. We have no doubt that Shanti Prasad Jain committed D. J. 
Airways to the joint purchase of the Rs. 242 lakhs and that that was his 
intention. 

Having got this background we will now examine in more detail whether 
Allenberry was in a position to finance the deal of even the Rs. 242 lakhs. 

It is clear from the reasons that we will give later that Allenberry was 
not in a position to finance this deal of Rs. 242 lakhs from its own funds; 
nor does anyone pretend that it was. The story is that the money could 
have been raised from the banks. 

In his written statement Shanti Prasad Jain said that the money could 
have been raised from their banks “particularly Llyod’s Bank Ltd.” 

' He made an application on 12-11-61 asking the Commission to issue a 
questionnaire to one J. Wood who was in England. The application was 
refused on 23-11-61. The Commission said, 

“Shanti Prasad Jain said in his written statement that the persons 
whom he wanted to examine about this from Lloyd’s Bank is dead 
and so now Shanti Prasad Jain wants to prove that Allenberry could 
have raised the money from the Allahabad Bank and that J. \\'ood 
will be able to do this.” 

We rejected the application and said, 

“This is too theoretical to be of any value. The point could easily 
be established by showing the state of Allcnberry’s financial position 
and that of Shanti Prasad Jain or any other member of the D. J. 
Group and their bank accounts and securities. All that is a matter 
of record and can be proved by documents. Assuming that Wood 
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AUenberry Rs. 4i crorcs 
in 1946 if they had asked for it ; The evidence of a man who is 
no longer comected with the Allahabad Bank and who is prepared 
to say that his bank would have given a loan of that size for which 
It was never asked, fifteen years ago, would be of no value. - 


As regards the practice mentioned in -the statement, of 12-11-61 and 
about the banking conditions. That can be proved by other bankers 
if relevant.” 


No attempt was made to call anyone from either the Allahabad Bank 
or from Llyod’s Bank who were in India and who were now with the 
Banks; nor was any attempt made to produce the'banking accounts of either 
AUenberry . or any member of the D. J. Group. Surely anybody now in 
these bardcs could have told us about the practice and the policy of their 
banks in those days. This attempt to make a dead man the sole depository 
of this knowledge about the practice in Llyod’s Bank, and .another who is 
. well out of reach in the case of the Allahabad Bank, and whose evidence 
could not have been of value in any event, is a transparent device to cloud 
the real issue. 

S. N. Verma (W. 50) said that Allenberry’s accounts were with Lloyd’s 
. Bank and not with the Allahabad Bank, and he said that his only conversa- 
tion was with these two persons from Lloyd’s Bank. When’ we examined 
him more closely he had to admit that the talk about these loans was very' 
general. For instance, he was asked what talk they had about the margin, 
and he said, * . 

“We suggested that they would advance us moneys on the same, 
.margin as new vehicles.” 

) Q. Irrespective of the condition of the vehicles ? ' 

. , A. , There was no talk about the condition of the vehicles. 


Then he was asked, , 

“Was there any talk about the margin? What was it? 

He said, 

“They said they would want a high margin. It was- not specified 
but our impression was that they were talking of 15% to 20% .” 

- This in itself reveals that there was no assurance from the bank. Can 
anyone beheve that a man who is asking for a loan would not even trouble 
to ask what margin the bank would want and would leave that to guess 
work and imagination; and can one seriously be asked to believe that a 
responsible bank official would give an assurance without even mentioning 
the margin required and without even inquiring about the condition of the 
vehicles* All the vehicles were not in good condition. We know that a 
large number required reconditioning and that they \yere, divided into tbr^ 
categories, saleable, unsaleable and scrap. Can anyone believe that die 
bank agreed to treat them all as new, especially when everyone knows that 
war surpluses are not always in good condition. 

In any event, we cannot accept this story. Normally, a loan of fo. 200 

odd crores would require sanction from higher authority; but even if it did 
not it is impossible lo believe that a responsible' bank official would give 
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a bland assurance of this kind without any verification about the state of 
the vehicles, without any mention of the figure for margin and without even 
glancing at Allenberry’s balance sheets. 

The utmost that S. N. Verma (W. 50) was prepared to say was, 

“Mr. Parker agreed that the bank would be willing to treat these 
purchases in the same -way as if it were- a purchase of new vehicles. 
But beyond this he would not give us any particular assurance at that 
time.” 

Verma was made to look through these balance sheets and when he was 
pressed about margin, he had to admit that Allenberry could not have raised 
enough money for the margin even on his own optimistic view. He admitted 
that there would still be a balance that would have to be taken care of. So 
he was asked, 

“And the balance ?” 

He replied, 

“For the balance probably some other arrangement would be made 
by Mr. Shanti Prasad Jain, or Mr. Dahnia.” 

Even this was not discussed at Mussoorie but was left in the air. In 
any event we know that no arrangement was made. 

And when it came to a matter of proof. Aside from these fliglhs of 
fancy on the part of S. N. Verma and Shanti Prasad Jain, what was 'there ? 
We were referred to a dead man and to a man whom they knew it would 
not be practicable to examine. 

We are clear that the money was not there and that this is another 
of their fairy tales; and a bad one at that. 

If further proof is wanted it will be found in Shanti Prasad Jain’s letter 
(Ex. 99), dated 12-7-1946 to the Examiner of Capital Issues. He said, 

“This transaction represents a purchase of second hand vehicles to 
the tune of 20,000 and the sale of which will have to be elTcctcd 
after their overhauling, reconditioning and repainting. ' The comple- 
tion of this big transaction will involve much amounting to 

Rs. 1 crore further outlay and will take several years too long to be 
financed by loans from banks." 

We will now examine this in greater detail from the point of view of 
the banks that are said to have been willing to advance the loans. 

According to Shanti Prasad Jain, negotiations for acquiring disposal 
vehicles were started by Williamson & Verma in June, 1946; but as the 
deal was very large, they requested him (Shanti Prasad Jain) to see the 
Director General of Disposals (DGD), which he did on 9th July, 1946 on 
return from Mussoorie. 

♦ 

This was the very day on which Dahnia J^ Airways (DJA) was 
incorporated, vide Certificate of Incorporation (Ex. 88). _On 10th July, 
1946, the Memorandum of Agreement with the DGD was signed on behalf 
of Allenberry and Shanti Prasad Jain has stated that when the Memorandum 
was signed, there was no proposal of any kind to associate DJA with the 
deal, and, therefore, it was signed for and on behalf of Allenberry only. 
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Jain was asked whether Allenbeny was in a position 
AA f purchases, ne stated that when the matter was discussed at 

Mussoone, there w^ a discussion also regarding finances for the deal. 

reported to Sh anti Prasad Jain that he had discussed this matter 
with Bankers and they had agreed tentatively to advance the moneys in the 
same way ^ m the case of the Company’s own goods, but subject to a 
larger margin. This, Shanti Prasad Jain said, was indicated by Verma to be 
about Rs. 40,00,000 on a deal of approximately Rs. 2,00,00,000 which 
was under contemplation in the first instance. 


Shanti Prasad Jain then stated that when he attended the office of the 
DGD on 11th July,, 1946, he came to know that they could offer Stores 
also as well as the R-3A Plant, and that he was advised very strongly by 
the officers of Allenbeny that this purchase was very desirable. According 
to him, therefore, it was a serious matter as he was not prepared for a 
commitment beyond approximately Rs, 2,00,00,000 and the matter required 
consideration. The DGD was, therefore, asked for some time for the 
matter to be considered. He then stated that he went to consult R, Daimia, 
and the officers of Allenbeny strongly suggested that the deals be entered 
into. Verma, as Shanti Prasad Jain stated, apparently had brought “some 
statements” with, him to show the financial position of Allenbeny; hut, at 
the same time, it was felt that Allenberry’s finances should not be strained 
further, ■ It was at this stage, therefore, that it was decided that Allenbeny 
would go through with the deal if a suitable partner was found and it was 
felt that since DJA had a successful floatation, and if it could raise more 
money, then DJA would be a suitable partner. 


All this is supposed to have happened in the twinkling of an eye on 
11th July, 1946. A Board meeting of DJA is said to have been held on 
the same day, at which, according to Shanti Prasad Jain, he Nvas authorised 
to go ahead with the deal, provided the .permission was obtained from the 
Examiner of Capital Issues to raise additional funds in DJA. Therefore, 
in the afternoon of 11th July, 1946, Shanti Prasad Jain went again to the 
DGD and informed him that they would go ahead with the deal provided 
DJA could obtain the permission to raise more funds. This apparently 
was assured by Sir Allan Lloyd, and the two sale notes (Exs. 87 
89/90) for Rs. 1,80,00,000 and Rs. 91,32,500 were signed on 12th July, 
1946 on behalf of bpth Allenbeny and DJA. 


To recapitulate the events on 11th July, 1946,- 


Ca) Shanti Prasad Jain went to the DGD in the morning to finalise 
the deal of approximately Rs. 2,00,00,000 on behalf of, as he 
said, Allenbeny only; 

(h) tbe DGD offered spares and the R-3A Plant, thereby increasing 
the investment; - 

fc) the officials of "Allenberry supported the . increased deal, for 
which Shanti Prasad Jain said that he wanted tune to consider, 


(d) All of them went to R. Daimia where Verma is supposed to 
have produced “some statements”; 

(e) Mlenberry decided to take in a financing partner, and Shanti 
Prasad Jain hit upon DJA; 
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(/) A Board meeting of DJA was allegedly held to, consider its 
participation, and at which it was agreed to participate provided 
it could raise more money, and finally, 

(g) Shanti Prasad Jain went to the DGD with this offer in the 
afternoon and finalised it on behalf of both Allenberrv and 
DJA. 

As the expression goes “sufficient for the day is the evil thereof’, 
and as far as DJA was concerned, it certainly was an “evil 
day.” 

According to this arrangement, Allenberry was supposed to be the 
working partner and DJA the financing partner, and on the same day, as 
the sale notes were obtained, viz., 12th July, an application was made to 
the Examiner of Capital Issues (Ex. 98), seeking his permission for an 
issue of capital amounting to Rs. 3,10,00,000 for DJA. 

The story, therefore is that — 

(a) up to the morning of 11th July, Allenberry was to go in for 
the deal by itself; but that on that day, when the commitment 
increased, Shanti Prasad Jain suddenly thought of associating 
a financing partner, and he thought of DJA; 

(h) the Board meeting of DJA was held immediately on the same 
day after the first meeting with the DGD iij the morning; 

(c) %»n the same day in the afternoon, he went back to the DGD 
and stated that DJA would be the participant, if permission 
were given to raise further capital; 

(d) on 12th July, the sale notes (Ex. 87 and 89/90) were obtained 
in the joint names of Allenberry and DJA; and 

(e) on that very day, viz., 12th July, an application was made to 
the Examiner of Capital Issues for an issue by DJA of capital 
to the extent of Rs. 3,10,00,000. 

The speed with which all this took place within three days from the 
incorporation of DJA on 9th July, 1946 is remarkable, and more so, when 
it is realised that until lunch time on 11th July, 1946, there was no question, 
according to Shanti Prasad Jain, of associating anyone with the deal, let 
alone DJA. 

Verma (W. 50) was questioned as to whether finances could have been 
raised, as he had reported to Shanti Prasad Jain, by Allenberry from the 
banks, and questions were put to him by Mr. C. C. Shah for Shanti Prasad 
Jain, Verma’s answers were as follows : — 

Q. “At the time when you made this purchase or at any dmc before 
that had you made any efforts to find out whether the company will 
be in a position to make this purchase on its own effort ? 

■ A. Before proceeding to Delhi and after obtaining Mr. Dalmia's view 
on the telephone, I met Mr. Parker who was then the General Manager 
of Eastern Branches of the Lloyds Banks Ltd. as well as Mr. Watt 
who was die Manager of the Branch at which the company had 
tlieir account with the said Bank and enquired from diem whcdicr 
Lloyds Bank would be willing to advance moneys to the company 
on the security of vehicles that they proposed to purchase from the 
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Q- 


Disposal Department. Mr.^ Parker agreed that the Bank would be 
wiUing to treat these purchases in the same way as if it were a Vr- 
chase of new vehicles. But beyond this he could not give us any 
particular assurance at that time. Subsequently, when Mr. Williamson 
went back to ^Mussoorie after the 2nd of July, I returned to Calcutta 
and had further conversations with Mr. Parker and Mr. Watt. I 
conveyed to them an approximate idea of the prices that we might 
have to pay as well as the number of vehicles that the company 
proposed to purchase. I took with him Mr. Pillay the Secretary of 
the company and he assisted us in explaining to Mr. Parker the 
financial position of the company at that time. Mr. Parker felt 
that the Bank would be willing to advance moneys enough to finance 
this purchase on the same basis as they usually did for Allenberry 
& Co. Ltd. for the purchases of new vehicles. 

Did you convey this to Mr. R. Dalmia and Shri S. P. Jain. 


A. Yes. . On my return when Shanti Prasad Jain returned to Delhi I 
informed him of the conversations that we had with Mr. Parker in 
Calcutta. 


Q. You were therefore assured at the time of making this purchase that 
this company was in a position to make .this purchase from its own 
resources or from borrowing from the Bank ? 

A. I was quite 'confident at the time when these purchases were made 
that Allenberry Co. Ltd. would be able to find money enough either 
from their own resources or by borrowing money from their Bankers.” 

Cross-examined by Mr. Petigara, the \vitness gave the following 
answers to the questions put to him. 

Q. Will you tell us, I am talking about your discussion with the bankers, 
~ Mr. Parker, what advances were they making to you at that time, 
to what extent and- with what margin ? 

A. Please show me the balance sheets (Witness was shown balance sheets 
of December 1945 and December 1946). 

Mr Pefif^ara — ^There was an amount secured on hypothecation (ref : balance 
sheet as on 30th June 1946) of Rs. 23 lakhs 33 thousand rupees. 

A. That is correct. Sir. 

O And the stock-in-trade was valued at Rs. 81,84,000? I do not 
know, as I said, I am asking you what were the. conditions of 
margin at that time— margin against hypothecation? 

A. It would be different in respect of different goods. It would 
. be about 10% .on vehicles, 

Q. And on others; ? 

A On spare parts perhaps it would be about 30%. These are the 
only two items in which Allenberry were mostly mterested. . 

Q. Which was your Bank ? 

/4. Lloyds Bank. 

• - ■ Q. 1 presume that those vehicles were new vehicles in your show- 

rooms ? 

' A. Yes, imported. ^ 
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Q. Did Mr. Parker give you to understand that you would get the 
same terms in respect of the vehicles at Makum ? 

A. We asked for that. The indication was that they would ask for 
liigher margin. 

Q. Would that mar^ also differ regarding the condition of tlie 
vehicle-saleable, unsaleable or scrap? 

A. Tliere is no question of saleable or unsaleable at that time. We 
told them that USA forces had thrown up surpluses which the 
Liquidation Commission had passed on to the Government of 
India, and we were proposing to purchase the same in bulk 
from the Government gf India and that would the bank consider 
;■ a loan on the total layout and they said, yes. 

Q. Was there any talk about the margin at all ? 

A. Yes, Sir. We suggested that they would advance us moneys on 
the same margin as on new vehicles. 

Q. Irrespective of the condition of the vehicles ? 

A. There was no talk about the condition of vehicles. 

Q. Did you give Mr. Parker to understand that there may be 
vehicles which are damaged or unserviceable or incomplete ? 

A. No, Sir. There was no talk about the condition of vehicles. 

Q. Was there any talk about the margin ? What was the talk ? 

A. They said, that they would want a higher margin. It was not 
specified, but our impression was that they were talking about 
15% to 20%. 

Q. And you had sufficient margin to cover any advance made by 
the Bank ? 

A. Yes, Sir. 

Q. What was the margin ? 

A. Our stock-in-trade was Rs. 81 lakhs, against which we had loan 
of 26 lakhs. And there is a reserve which was invested with 
our bankers, most probably, in London, and which amounted to 
quite a large sum of money. 

Q. So you thought that they would be sufficient? 

A. To some extent it would take care of. 

Q. And the balance ? 

A. For the balance probably some other arrangement would be made 
by Mr. Shanti Prasad Jain or Mr. Dalmia.” 

Shanti Prasad Jain stated before us that tlie arrangements for raising 
finances were discussed with one Mr. Wood of the Allahabad Bank Ltd., 
whereas Verma spoke of negotiations with one Mr. Parker of the Lloyds 
Bank. Be that as it may, it is difficult to believe that in a deal of this kind, 
a bank would have advanced the money, and if it had, that it would have 
kept a margin of only 10%. We should, therefore, consider the factors 
which would weigh with a banker when he makes an advance against goods 
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of this type. A banker would take the following considerations into 
account : — ' . . , ■ 

(а) The nature of the security, offered for the advances; 

(б) The liquidity factor attached to the goods deposited against the 

advances; arid . • 

(c) Whether the goods would be in the custody of the bank or 
whether they would be in the custody of the borrower. 

On ^e first two factors would largely depend his decision whether he 
would give the loan at all, and on the last factor would depend the extent 
of the margin he would keep against the goods to be pledged or hypothe- 
cated. In the present case, the vehicles' and spare parts were spread over 
various depots in outlying places, and it is obvious that the bank would 
have no control over their disposition, and when disposed of, over the sale 
proceeds. It would be another thing if the Bank had custody of the goods, 
but in this case, such a thing was not possible. Even with the Bank putting 
its own staff at the various depots, it would not have been possible to haVfe 
effective control over the goods. Nevertheless, assuming that a Bank had 
the custody of the goods and ■ control ;Over the proceeds flowing from the 
disposition of the goods, no Bank would have lent moneys other than at a 
margin of 30% . If control did not exist over the goods, then in a case of 
this nature, the very minimum margin the Bank would have required would 
have been not less than 50%; but taking the most favourable view and 
assuming that the Bank which was allegedly approached was willing to 
advance even at a margin of 40%,' let us see whether the financial position 
of Allenberry was such as would enable it to produce a margin of 40% on a 
the original commitment of Rs; 2,00,00,000 and which would have been in 
•the neighbourhood of Rs. 80,00,000. 

■ An analysis of the financial position of Allenberry as per its Balance 
Sheet as at 30th June, 1946 discloses the following position ; — 


Fixed Assets : 

Buildings ' 

Machinery & Plant 
, Tools . . . . ' 

Furniture & Fittings 
Motor & Vehicles 


Work-in-Progress : 

Stocks 

Book Debts : 

On sales Ledger 
Current Account 
Others ... . ■ 


3,09,091 
3,05,595 
2,950 
32,940 
22,752 

6,73,328 
Rs. 

6,73,328 

3,16,123 
81,84,056 
stores 9,581 

19,81,693 

'26,071 

2,14,043 


; Carried Fonvard 
Brought Fonvard 


Less : Reserve for Bad and Doubtful 
Debts 


22,21,807 

1,01,087 


Rs. 

21,20,720 
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Advance Payment for Income-tax 

Other advances, e.g. to staff, contractors, pre-paid expenses 
Excess, Profits Tax Deposit . . . . - 

Sundry Deposit .. • 

Investments at cost 

Accrued Interest 

Gish and Bank Balances ■ . . 

Branch adjustments 


i, 35,63,926 

tes ; Secured Loan from Bank against stock 23,36,395 

Net assets after deducting the above secured Joan 1,12,27,531 

Less : Other Liabilities 88,69,813 

Equal to Capital plus Reserves 23,57,718 


From the above it will be seen that the only tangible security on which 
a banker would have advanced moneys in this particular case would have 
been the stocks amounting to Rs. 81,84,056, but against this, there was 
already a loan of Rs. 23,36,395. A Bank would not have advanced qp the 
strength of book-debts unless it does so as an additional cover, by way of a 
floating charge; nor would a Bank have advanced obviously against advance 
payment of Income-tax, advances to contractors, etc. It was argued before 
us by Mr. C. C. Shah that a Bank would advance on the^security of all tlic 
assets, after deducting the secured loan amounting to Rs. 23,36,395 in the 
present case — ^in other words, on the entire net assets aggregating 
Rs. 1,12,27,531 which, according to him, were available for raising moneys. 
We cannot accept this as being in consonance with banking practice, and a 
first class bank, like the Allahabad Bank or the Lloyds Bank, would not 
have advanced on such considerations. 

In the context of the last paragraph, the original commitment of 
Rs. 2,00,00,000 would have required a margin of Rs. 80,00,000 which 
Allenlwrry was certainly not in a position to furnish. 

It may also be observed that Verma’s evidence at one point was given 
with a flourish which had no foundation in fact. In speaking about what 
assets were available, he stated that the stock-in trade was Rs. 81,00,000 
against which they had a loan of Rs. 26,00,000 (actually the loan was for 
R.S. 23,36,395); but he went on to say : 

“. . . . and there is a reserve which was invested with our bankers, 
most probably, in London, and which amounted to quite a large 
sum of money.” 

One has only to look at the Balance Sheet to appreciate the falsity of 
this claim because all that the company had in the shape of cash with the 
bankers on current account was Rs. 43,196. 

From the above, we are convinced that Alicnberry had not tlic means 
to raise the finances required for purchasing the disposal vehicles, let alone 
the purchase of stores and the R-3A Plant, which according to Shanti Prasad 
Jain, was discussed by the Director General of Disposals only on 11th July, 

1 946, and no Bank would have advanced Allenberry any moneys against the 
deal where the security was spread out at various locations, the quality of 
the security not being clearly ascertainable, liquidity whereof was unknown. 


17,60,568 

2,91,000 

14,200 

13.011 

69,052 

267 

87,111 

24,909 
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shocks were not under the control of the Banks On 
the other hand, - the speed ^vith which certain events twk plac^ in a mater 

incorporation of D. J. Airways^Al Llr?n on 
tw a Board meeting of D.-jf ArW on 

inevitable conclusion that because Allenberry did 
not have the resources to embark on the deal, it was clearly the iiitention 

from the start to ublise the public moneys invested in D. J. Amvays for this 
purpose. ' , j Liii.-) 


Now the application (Ex. 77) that was made to the Examiner of Capital 
issues on 3-5-1946 was for permission to float an ainvays company; and tlie 
conipany was floated as an airways company. The memorandum savs that tlie 
busmess would be : ' 


to establish, maintain and work lines of aerial conveyances . . . .and 
to manufacture, buy, sell, prepare, let on hire and deal in air 
conveyances of all kinds and component parts.” 

As a matter of fact, there was never any intention to do any serious air 
business and the only reason the company was floated in this form was 
because aviation was very much in the pubhc eye at that time and there was 
a big demand for shares in ainvays companies. This is evident from J. M. 
Gupta’s letter, dated 26-6-1946 to the Examiner of Capital Issues (Ex. 80) 
in which J. M. Gupta asks for permission to issue the shares at premium 
of Re. I per share because, as he said. 


“there is a very big demand for these shares even at a premium of 
two to three rupees.” 

Mr. Misra argued that the assumption is wrong and he said that not only 
were they serious about the air business but that that was the only business 
they had in mind at that time. We have already held that that is not true. 
They had both businesses in mind from the start. 


Mr. Misra relied on a series of applications made to a number of officers 
and government departments; also on their minutes where a number of 
interviews are recorded; also on the fact that they sent V. Poddar abroad 
to explore the possibilities of aviation business abroad. We do not doubt 
any of -this except that V. Poddar may have been sent abroad for other 
reasons as well. The Dalmia Jain Group has many irons in die fire and 
we do not doubt that the ambitions of a man like R. Dalmia knew no 
bounds That is apparent from his reminiscences on which both he and 
Shanti Prasad Jain -rehed. But that part, o£ course the group would have 
to put up an outward show of eagerness if they wanted to attract capiffil 
and get the necessary permission ^^at is more telling is their conduct. An 
ounce of fact is still worth a pound of theory. And what are the facts . \\c 
will proceed to set them out. 

The following facts will show how the. airlines business, which was 
neverLeSd tl be taken serionsly, was played np and the real business 
(Disposal vehicles) played down. 

Tbe applicaUon of 3-5-1946 (Ex: 77) was f 

alone and ^ougb only Rs. 40 lacs was ^ to* I svas 

expenditure of Rs. crores for the 24^ lacs were made 

already under contemplation and . commitments tor 

for it shortly after. 
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The application (Ex. 77) was confined to air business. But the 
Memorandum of Association travelled much wider. It fixed the authorised 
capital at Rs. tO crores and provided for other kinds of business, either 
alone or "hi partnership witfi others." Among the businesses set out, which 
included cycles, carts, carriages and perambulators, were those of “vehicles 
of ail kinds" and “plants and machines of all kinds.” 

Tlic clause stating that this could be “in partnership with others” shows 
that the D. J. Group had in mind the association of Allenberiy with jD. J. 
Airways from the start. It is also significant that though the airways business 
was given prominence and was given three separate paragraphs to itself, 
the disposal vehicles business was mentioned in an omnibus clause that 
spoke of “vehicles of all kinds” along with “cycles, carts, carriages and 
perambulators” and so apparently, the disposal vehicle and goods were 
classified with these humbler kinds of conveyance. No one reading the 
memorandum could have guessed that die main business was to be that of 
disposal vehicles and goods in partnership with Allenberry and that it was 
to extend to over Rs. Si- crores while the aviation business was, at best, 
to be just a small side show. 


It is true that it is customary to make the objects of a company’s 
memorandum as wide as possible in order to obviate frequent applications 
to the court when some new venture is contemplated; no objection can be 
taken to the wide scope of the objects. But it is not usual to hide the real 
object for which a company is floated and emphasise another which is 
intended only as a side line. We are comparing the prominence given to 
the air business with the way in which the main business of the concern 
was squeezed info an omnibus clause where it can hardly be noticed among 
the cycles, carts, carriages and perambulators. 


And now the close sequence of events subsequent to 3-5-1946 assumes 
importance. When J. M. Gupta applied to the Examiner of Capital Issues 
on 26-6-1946 for permission to issue the shares at a premium he said that 

“we have already purchased six first class Dakotas.” 
and that 

“we arc absolutely certain to get the necessary licence for establishing 
and running schedule lines of communication between Calcutta, 
Patna, Benaras, Lucknow, Ambala and Lahore. 

It turns out that the six “first class Dakotas” were old disposal Dakotas. 
Tlic statutory report (Ex. 31) shows that up to 7-12-1946 (that is to say, 
even for six months after the letter) only Rs. 7,01,190-3-0 was expended 
on the purchase of aircraft. That indicates the condition and value of the 
“first class” Dakotas. 


We questioned 3. M. Gupta closely about the grounds on which his very 
confident assertion to the Examiner of Capital Issues was based. After 
much fumbling, and after a night’s reflection, he said m the end that it was 
merely an “expectation.” But this very confidence expectation was never 
realised ; the air section of the business was run at a loss from the start and 
never earned any profits; nor can we see how they could haw, hoped to 
realise this “expectation” seeing the way they went about it. The aviadon 
losses during the period of the joint venture (26-8-1946 to 30-6-194o) 
amounted to Rs. 16,52,039-3-9. 
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p j. Airways never got a scheduled licence. .Only a provisional licenrp 
<which was never renewed), was issued; and it was confined SX operS 

■sLnf?pS:n?T^^ for Ag carnage of goods between Delhi and Smagar. 
ShanU Prasad Jain said m his written statement that no permanent licences 
were given m those days and that, licences 


■since arrangements were made for satisfying all the .requirements 
mentioned- by Sir Frederick Timms, the promoters of Dalmia 
Jam Airways felt certain that having regard to the aforesaid 
assur^ce- given by Sir Frederick Timms D. J. Airways - would 
certamly get the necessary licence for operating- scheduled 
lines. 


According to Shanti Prasad Jain the conditions imposed by Sir Frederick 
Timms were that they should purchase : , . , 

“aircrafts, such as, Bristaf Wayfarer” and that they should “properly 
equip themselves.” 

Shanti Prasad Jain did not bear this out in his evidence, therefore the 
■evidence of J, M. Gupta stands uncontradicted. 


J. M. Gupta said that Sir Frederick Timms had laid down certain condi- 
tions as a pre-requisite to the granting of the licence, one of which was the 
purchase of new aircraft and good equipment. These conditions were not 
fulfilled and no attempt was made to do so. All that was done was to buy 
some old disposal Dakotas for about Rs. 7 lacs; and yet D. J. Airways was 
prepared to spend Rs. 5i crores in buying disposal vehicles and stores soon 
after. The two little adjectives “new” and “good” make all the difference; 
and of course that much have been so. "S^o would have promised an 
operating licence on the strength of 6 old disposal Dakotas ? 


Anyway, figures are more telling than words. The amount sanctioned 
for the aviation section of the business was Rs. 40 lacs. The total amount 
spent on aviation and other business (apart from the joint venture business) 
down to 30-11-1946 was only Rs. 21,70,000. Contrast this with the 
Rs. 2 42 00000 to which Shanti Prasad Jain committed D. J. Airvvays for 
the disposal vehicles business along with AUenbe^ 

day after its incorporation, and the further Rs. 2,50,00,000 to which 
R. Dalmia committed it on 2-8-1946, and the conaparative importance that 
was attached to the two businesses becomes glaringly apparent. 


As against this,, on or about the, same dates, the D. L Group had its eye 
on the Rs. 5i crores worth of disposal goods tliat the Director General o 
Disposals wanted to sell at a bargain price. But its cemeem Allenbeny w^ 
not in a position to raise more than Rs. li crores of the capital \yithout 
aid of a dancing partner. The D. J. Group reached this conclusion after a 
•careful examination of the implications that would be involved in the 
purchase. They consulted their bankers; they sent mspectors to ev^u^e 
*e goods on the spot; and they held meetings among themselves. All this 
was in April and May and earlier. 
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Tlic sanction for the issue of the Rs. 40 lacs capital was given on 
4-6-1946. It was confined to aviadon business. The company was registered 
on 9-7-1946 and on the very next day Shanti Prasad Jain entered into a 
provisional agreement with the Director General of Disposals for the purchase 
of Rs. 180 lacs of disposal vehicles lying at Moran, plus Rs. 5 lacs of jeeps 
and certain other velucles the price of which had yet to be settled. He 
purported to act on behalf of AUenberry' alone, but on the following day, 
when the agreement was finalised and confirmed letters of sale were drawn 
up in the names of AUenberry and D. J. Airways jointly and the price of 
Rs. 242 lacs was agreed to be paid by the two companies jointly. 

On the same day, (11-7-1946), Shanti Prasad Jain signed the Statement 
in Lieu of Prospectus on behalf of D. J. Airways. There can, therefore, be 
no doubt that he acted for both companies in this transaction despite his 
attempt to show that he did not bind D. J. Airways to anything at that time. 

The Statement in Lieu of Prospectus was issued because the Rs. 40 lacs 
was subscribed privately and that obviated the need to issue a Prospectus. 

The Rs. 242 lacs was raised to Rs. 2,71,32,500 on 28-6-1948 (Ex. 90). 
But, leaving that aside, it is clear that Shanti Prasad Jain committed D. J. 
Airways to a purchase of Rs. 242 lacs worth of disposal goods jointly with 
AUenberry on 11-7-1946. Despite this there was no partnership agreement, 
there was nothing to suggest the terms on which the money should be con- 
tributed and how much each partner was to contribute; nor was it said how 
the profits and losses were to be divided. And yet the Rs. 242 lacs belonged 
to a public limited company and the partner was a private concern of the 
D. J. Group. 

The commitment for the Rs. 242 lacs was completed on 1 1-7-1946. On 
the next day (12-7-1946) Shanti Prasad Jain applied to the Examiner of 
Capital Issues for permission to raise additional capital of Rs. 3,10,09,000 
from the general public for the purpose of extending the business to include 
that of disposal vehicles and stores (Ex. 98). The application names 
J. Dalmia, R. K, Jain, J. M. Gupta and Shanti Prasad Jain as the directors 
of the company. 

Now note the contents of that application. It was made the day after 
D. J. Airways had already been committed to the purchase. It asked for 
permission for D. J. Airways alone to raise the entire capital of Rs. 242 lacs 
for the goods plus an additional Rs. 68 lacs for working expenses. It said, 

“We, in cooperation and partnership of M/s. AUenberry have 
» ■ purchased from the D. G. Disposals motor vehicles of the value 

of Rs. 242 lacs.” 

But where was the partnership ? There was no deed. And what were 
its terms? The fact that the application said that the goods already 
purchased cost Rs. 242 lacs and that an additional Rs. 68 lacs was wanted 
for working expenses, and the fact that D. J. Airways asked for permission 
to raise the entire Rs. 310 lacs indicates that the intention was that D. J. 
Airways should pay for the whole.' 

J. M. Gupta tells us that, 

“I see Ex. 82, dated 10-7-1946. Only the name of AUenberry is 
mentioned therein as the purchaser. It must have been decided 
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eitlier on 10-7-1946 or 1 1-7 
by both companies .... On 
tliat the purchase was to be 


-1946 that the purchase should be 
seeing, Ex. 87 I now remember 
by both companies.” 


He was present at the time, so ought to know. However, quite apart from 
hira,^the story put fonvard by Shanti Prasad Jain of this last minute decision 
reach^ m a matter of . two or three hours to take on D. J. Ainvays as a 
financing partner is so improbable that we are convinced that the decision 
from the beginning, was that the purchase should be a joint one and that 
the decision was reached on or before 10-7-1946. Ex. 82, dated 10-7-1946 
appears to us to embody the negotiations for the purchase that was completed 
on the 11th July, by Exs. 87 and 89. 


. It is true that the mention of Allenberry alone in Ex. 82 does lend sup- 
port to Shanti Prasad Jain’s version but the story in itself is so importable 
and the rest of the circumstances tell so strongly against it that we are not 
able to believe it and prefer the more natural version given by J. M. Gupta. 
Also the sale bill. Ex. 94 for Rs. 50 lacs, which was admittedly for a joint 
venture purchase, was made out by the same Director General of Disposal 
in the nme of Allenberry alone. Therefore, the fact that Allenberiy alone 
was mentioned in Ex. 82 is not by any means conclusive. In any case, how 
could ' any businessman commit - himself to a transaction involving over 
Rs. 242 lacs without having thought out its financial implications well before 
hand. This idea of getting all the money from the public could not have 
been worked, up in a couple of hours. 


Now Ex. 87 says that Rs. 20 lacs of the purphase money was to be paid 
on 12-7-1946. Allenberry' was in no position to pay the Rs. 20 lacs from 
its p'i\'n funds on 12-7-1946 and it looked to D. J. Airways for the money. 

D. J. Airways could hardly have decided bn 11-7-1946 to make Utc 
purchase and pay Rs. 20 lacs on the very next day. The decision must 
have been reached well before 11-7-1946; and certainly before the date of 
incorporation. ■ 

In any case, whatever the intention about payment, the fact remains 
that Allenberry never contributed anything from its own funds except an 
initial Rs. 82 lacs (Ex. 89) which it recouped from D. J. Airways within 
15 days. 

Close on the heels of the application, dated 1^7-1946 came the next 
step in the scheme. As we have seen, the Director- General of Disposals 
had over Rs. 5i crores worth of goods that he wanted to dispose of. The 
disposal vehicles purchased on the 10th and 11th. of July accounted for only 
Rs. 2,71,32,500. (The original Rs. 242 lacs was later raised to this figure. 
Ex. 90) . This left another Rs. .250 lacs of vehicles in the market. At this 
juncture R. Dalmia stepped openly onto the stage and purchased the remain- 
ing -^Rs. 250 lacs on behalf of Allenberry and Dalmia Jain Airrvays on 
2-8-1946 (Ex. 92). He was not a director of either company at that time; 
nor had he been put forward as a promoter; and though Dalmia Jain & Co. 
were proposed as managing agents on 12-7-1946 (Ex. 98) the agreement 
was not made till 28-8-1946 (Ex. 781); and yet he committed D. T. Airways 
to this further purchase. Again, there was no resolution of either Board of 
Directors and he held no power of attorney from D. J. Airways also there 
was still no partnership agreement. 
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The negotiations for this deal were carried on with two representatives 
of the Director General of Disposals on the one side, and R. Dalmia and 
J. M. Gupta on the other. J. M. Gupta signed the minutes of that meeting 
as “Director of AlJenberry and Dalmia Jain Airways; but the minute (Ex. 91) 
makes it clear that R. Dalmia made the purchase. 

The formal sale note was signed on 2/7 August, 1946 and was drawn 
up in favour of both companies. 

Now who was there to protect the interests of the public in either of 
these two deals ? — not a single independent person. R. Dalmia, Shantt 
Prasad Jain and J. Dalmia were members of the D. J. Group and were keenly 
interested in Allenberry. J. M. Gupta was an employee and a dummy; and 
in any event was a director of both concerns; and so was Shanti Prasad Jain. 
The only other person was R. K. Jain. He is a relation of Shanti Prasad 
Jain and was an employee in the Bharat Bank, another D. J. Group concern 
and could hardly have stood up against the D. J. Group, especially as the 
Bharat Bank was their banker. In any case, the fact remains that he did 
not and that he allowed Shanti Prasad Jain and R. Dalmia to commit D. J. 
Airways to a joint purchase of over Rs. 51- crores of disposal goods without 
any formal agreement, without insisting on clear cut terms of partnership, 
and, if Shanti Prasad Jain is to be believed, within a couple of hours after 
the D. J. Group had decided that D. J. Airways should contribute the 
money. And how could they decide that ? Shanti Prasad Jain and J. M. , 
Gupta were both interested directors. That left R. K. Jain. How could he 
form a quorum by himself? 

It is evident from the above that the decision to bring D. J. Airways 
into the picture did not arise over-night. The sequence of events given by 
V. H. Dalmia shows that all these negotiations and deliberations must have 
occupied several days. We see no reason to doubt V. H. Dalmia’s statement 
that the plan was formulated at least by April or May 1946, especially as. 
it is corroborated by (a) the visit of Verma and Williamson to the Moran 
Depot, (b) by Verma’s statement to the arbitrators (Ex. 402). 

This is also corroborated by what R. Dalmia said in his affidavit in the 
Bombay High Court. He said there, 

“Dalmia Jain Airways provided the finances while Allenberry provided 
its technical skill for the purpose of carrying on the business 
of the disposal goods in partnership.” 

J. M. Gupta said that he thought the decision was reached about a month 
before the purchase. But without attempting to fix an exact date it is evident 
to us that the decision to bring in D. J. Airways and to use its funds was 
reached before D. J. Airways was incorporated as a company; and the 
subsequent facts which show that D. J. Airways contributed the entire money 
for the initial purchases on 1 1-7-1946 even though it was contended that the 
D. J. Group could have raised Rs. li crores by atrangement with their banks, 
coupled with the fact that there was never any serious attempt to run the 
aviation business, leaves us in no doubt that the intention of the D. J . Group 
from the start was to float a public limited company to finance their own 
concern and to retain all the benefits of the deal for themselves. The very 
fact that a commitment of this magnitude was made within two days of the 
floatation of a company that had been put forward as an aviation company 
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indicates bad faith; especially when we know tliat the same man, Shanti 
Prasad Jain, acted on behalf of both companies without a formal agreement 
between them. 

But, it hardly matters whether the decision to use the money of D. J. 
•Amvays was reached before or after the floatation because the fact remains 
that it was used solely for the benefit of Allenberry and in cynical disregard 
of the interests of the investing public. 



CHAPTER IV . 

D. J. AIRWAYS: PROMOTION AND FLOATATION 

Bearing this background in mind we will now examine how D. J. Airways 
was floated and how the D, J. Group acquired control of it. 

The persons who signed the Memorandum and Articles of Association 
were (1) B. L. Tandon, (2) S. G, Rau, (3) S. L. Verma, (4) Kailash 
Ghandra, (5) B. N. Kanagat, (6) J. M. Gupta and (7) Shadilal Saluja. 
They were employees of one or other of the D. J. Group concerns; and none 
had any personal interest or stake in the company. It is impossible to think 
that they could have conceived the idea of floating a company with an 
authorised capital of 10 crores. 

S. G. Rau and Kailash Chandra, did not file a written statement and 
so did not deny what we said about the promoters in our statements of 
matters. The others admitted our allegations. This is what they said about 
themselves. 

B. L. Tandon. 

“I joined as a promoter at the instance of Shri Shadi Lai Saluja who 
was then the Personal Assistant to the Managing Director of 

the Bharat Bank I have no personal interest in so joining 

as promoter. I lent my name as promoter as I was an employee 
of the Bharat Bank”. 

S. L. Verma. 

“J had no personal interest in the floatation I subscribed .... as 

a nominee of some company the name of which I do not 
remember”. 

B. N. Kanagat. 

“I signed along with my colleagues at the instance of one of them. 

I being a person of ordinary means could not dream of floating 
such a big company or as a matter of fact any company. I had 
no personal interest or stake in the company. I did not even 
pay for the 5 shares subscribed in the Memorandum of 
Association”. 

J. M. Gupta. 

“To the best of my recollection I did not pay for the 5 ordinary 

shares that I was shown as holding I was an employee of 

the Group and was asked to sign I was a man of 

small means; did not invest any capital and was incapable of 
floating a company of the size and magnitude of D. J. Airways”. 

S. L. Saluja. 

“I was influenced by one of the members of the group to sign 

That as one of their employees the job I held under them was 
i the only means of sustenance for me at the tiifle. As such I 
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could not have, conceived the idea of floating a company. I had 

no stake or interest nor do I remember that I had paid 

for tlie shares purchased in my name.” 

J. M. Gupta described himself as a “dummy”, and, after listening to his 
evidence we cannot think of a more apt description. We are clear Siat the 
other subscribers named above were ^so dummies and that the real pro- 
moters were the D. J.„ Group. That is also to be gathered indirectly from 
the evidence of V. H. Dalmia who told us how tibe plan unfolded. He 
nowhere spoke of any of these other persons. Wfliy then, , if all was above 
board, did the group remain in the background ? The faet that they did 
not come fonvard supports the inference that all was not above board. 



CHAPTER V . 

D. J. AIRWAYS; CONTROL THROUGH DIRECTORS 

Wc will next examine the control that was exercised through the directors; 
namely (1) Shanti Prasad Jain, (2) R. K. Jain, (3) J. M. Gupta and (4) 
J. Dalmia. 

Shanti Prasad Jain is a member of the D. J. Group and we have seen 
that on 10-7-46 he acted on behalf of Allenberry in negotiating for the 
purchase of the disposal vehicles that were bought two days later for Rs. 242 
lacs by both Allenberry and D. J. Airways. R. K. Jain was an employee 
of a D. J. Group concern and J. M. Gupta was also an employee and, accord- 
ing to his own description of himself was nothing but a “dummy”. 

On 5-8-46 another member of the D. J. Group was added as a Director, 
namely J. Dalmia. He stayed on till 15-11-48 and on that date he was 
replaced by Jagmohanlal Raizada who is distantly related by marriage to 
R. Dalmia. (Jagmohanlal’s brother, Brijmohanlal, married R. Dalmia’s 
sister’s daughter). 

According to Shanti Prasad Jain he resigned on 22-7-48 but the Registrar’s 
record shows that he remained as a director till 28-8-48; not that that makes 
any difference. 

After this there was no change till 4-3-49 when R. K. Jain stepped out 
and R. Dalmia took his place on the following day. Therefore, on 5-3-49 
the directors were (1) R. Dalmia, (2) Jagmohanlal Raizada and (3) 
J. M. Gupta. 

Those who came after 5-3-49 were either relatives or were employees 
of a Dalmia concern. They were (1) P. N. Mehta, (2) V. S. Chordia, (3) 
Shital Prasad Jain, (4) R. L. Chordia, (5) M. L. Sodhani and (6) R. Sharma. 

As regards Shital Prasad Jain, he did not join the Board till 10-5-5 T. 
but J, M. Gupta and P. S. Patke describe the role that he played behind 
the scenes. According to P. S. Patke, Shital Prasad Jain was concemed 
with the appointment of directors to the various companies belonging to 
the Dalmia group of companies and Patke is corroborated by Ex. 203 a 
letter dated 10-4-49 written by Patke to M. R. Jain. J. M. Gupta tells us 
that Shital Prasad Jain in turn took his orders from R. Dalmia. He was 
also in charge of the accounts at Dalmianagar. 
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CHAPTER VI 

D. 3. AIRWAYS: CONTROL THROUGH SHAREHOLDINGS 

Control was also exercised through the shareholdings. An analysis of 
the positions on the following dates reveals how the. general public were 
slowly squeezed out. 

In the initial stages the public held 91.3% of the shares amounting 
to Rs. 3,19,55,650 while the D. J. Group and their employees, relatives 
and concerns had only 8.7%. 

On 20-6-51 the public held 86.2% and R. Dalmia and his satellites 
13.8%. 

In December 1952 the public held 43.6% while the shareholdings of 
the others rose to 56.4%. 

It will be seen that the public held the majority of the shares till 
December 1952, and yet the D. J. Group was able to exercise control. 
This is because the D. J. Group was a concentrated group while the other 
shareholders were scattered. Consequently, even though the shareholdings 
of the group were only 8.7 % of the whole Aey were able to exercise control 
by co-ordinating the votes of the shareholders under their control. 

Control through Managing Agents. 

Another method of control was control through the Managing Agents. 

Dalmia Jain & Co. Ltd. were the Managing Agents of D. J. Airways. 
Now this managing agency company was completely controlled by the 
D, J. Group. T^e members of the Group and their relatives held 100% 
of the ordinary shares and 95% of the Preference shares. R. Dalmia was 
paid a salary of Rs. 8,000, and later Rs. 7,500, per month as remunera- 
tion for looking after the affairs of D. J. Airways on behalf of the Managing 
Agency. 

One of the prominent directors of this managing agency company at the 
time that D. J. Airways was brought into existence was Shanti Prasad Jain. 
Others were (1) his wife Rama Rani Jain, (2) J. Dalmia, (3) V. H. Dalmia 
and (4) M. K. Roy. The last was one of their employees. 

Among the shareholders of the company were (1) R. Dalmia, (2) his 
wife, Durga Devi Dalmia, (3) the wife of Shanti Prasad Jain, Rama Jain 
and (4) the Dalmia Jain Trust. 

There can therefore be no doubt that D. J. Airways was completely 
controlled by the D. J. Group at the start and that that control was 
maintained by at least R. Dalmia all the way through. 




CHAPTER Vll 


D. J. AIRWAYS : INITIAL SUBSCRIBERS : 114 FICTITIOUS 

PERSONS 

Out of the first 121 names in the register of subscribers not less than 
1 14, to whom share certificates were issued, were fictitious. They are, and 
were, non-existent persons. We made the following attempts to trace them. 

97 of the 114 applications contain addresses in India. The rest are said 
to reside in Pakistan. We did not write to the Pakistan addresses but sent 
registered letters to the 97 Indian addresses. Of these letters 92 were 
returned with endorsements, “non-existence” or “non-traceable.” 

AH these 114 persons are said to have lived outside Delhi in widely 
scattered area of India and Pakistan and yet they are said to have remitted 
their money, not by draft or cheque or hundi but in cash. Some individual 
remittances were made in lump sums of Rs. 20,000 and Rs. 50,000 per 
remittance and others in lump sums ranging from Rs. 10,000 to Rs, 20,000 
per remittance. It is not usual for such large sums to be paid in cash and 
still less for them* to be paid within the space of a few days by over 60 
persons living in widely scattered areas of the country. 

The money was all remitted to the Bharat Bank, Delhi (a purely 
D. J. Bank). This bank received it in cash large sums of Rs. 1 lac, 4 lacs, 
5 lacs and 6 lacs at a time, on four days as follows : 

On 11-7-46 Rs. 5 lacs 

13-7-46 Rs. J lacs 

16- 7-46 Rs. 4 lacs 

17- 7-46 . . . . , . . . . . . , Rs. 6 lacs 


Total Rs. 16 lacs 

The number of shares issued to each ranged from 250 to 5,000. No 
less than 50 of these 114 persons are said to have invested sums ranging 
from Rs. 10,000 to Rs. 20,000 each; and 11 are said to have invested from 
Rs. 20,000 to Rs, 50,000 each. If they were real persons tliey were clearly 
men of substance. We find it hard to believe that not one of them should 
be knorvn in the localities in which they are said to have lived, or be 
traceable after a lapse of only 13 years. 

Mr, Misra said that the addresses were simply Mr. X. Y. Z. Patna, etc. 
He said that even if they were existing persons letters addressed like that 
would not be likely to reach them, especially after a lapse of 13 years. 

The answer is that that is how the addresses were given in the letters of 
allotment. Section 104A of the Indian Companies Act, 1913 requires 
full addresses and descriptions of the allottees to be given, and if that was 
all that was given how were the allotments made ? 

But that is not all. There are more curious facts. Of tiic 1,60,000 
shares said to have been allotted to and held by persons in such widely 
scattered localities no less than 1,58,850 are said to have been transferred 
by these 114 persons to only 4 persons and 2 concerns; and the bulk of 
the transfers are said to have been effected on one day. 
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General Marketing Co. 
Premier Marketing Co. 
V. S. Chordia . . 


83,000 shares 
72,900 shares 
- 1,600 shares 

1,57,600 shares 


T, Noweach of these two concerns had an authorised capital of only 
Rs. 10 WO, of which only Rs. 1,000 was paid up. There were only two 
shareholders .in each, the same two, Prem Nath Mehta and Shri Ram 
Shrivastava. . Each of them held 50 shares in each of the two concerns and 
botli were subscribers to the Memorandum of Association of those two 
companies. ■ ■ 


We. will now. see how these concerns, with, a paid up capital of only 
Rs. 2,000 between them, managed, to buy shares that had been issued for 
Rs. 15,60j000. • . 


They had no financial resources of their own so each borrowed 
Rs. 98,000 from the Bharat Bank (and R^ Dalmia Bank) in May 1949 on 
die security of Rs. 1,70,000 shares of D. J. Ainvays, that is, each pledged 
85,000 shares of D, J, Airways with the Bank, The money as advanced 
was withdrawn from the Bank by two cheques each drawn on “self” and 
each bearing the same date 31-5-49. 


The shares were bought on 4-7r50 at low rates ranging beUveen Rs. 1/9- 
and Rs. 1/10 per share for each Rs. 10/- share. The price quoted on the 
Delhi Stock Exchange for D. J. Airways shares on 3-7-50 was Rs. 2/2. 


Even if the li4 .persons were real persons, their shares, for which they 
had paid Rs. 10/- each, were acquired for Rs. 1/9 and Rs. 1/10 per 
share even when the market rate was Rs. 2/2. If the transactions are genuine 
then this is another example of how money flowed from the pockets of 
the investing pubhe into the coffers of the D. J. Group concerns for the 
ultimate advantage of members of the D. J. Group. 

However, in this particular case, it is clear that the 114 persons were 
fictitious and that the issue of the Rs. 16 lacs worth .of shares in these ficti- 
tious names was fraudulent-. It was also a breach of trust, see Buckleys 
Company Law Companies Act, 12th edition, P. 864 and 865. 

\^e can only guess why this was done and cannot prove it, but, in the 
absence of any reasonable explanation it seems that this %yas a manoeuvre 
to bring the secret profits of the D. J. Group (popularly known as black 
money”) into circulation and convert it into what is known as white 


money”. 

We deem it reasonable to infer that the Rs. 16 lacs came ^tom the 
pockets of the D. J. Group. We say this because as much as Rs. 15,76,000 
went to two R Dalmia concerns that were, so to speak, men of straw and 
to a brother-in-law of R. Dalmia in one day. We are not able to believe tliat 
114 separate persons" said to be living in widely scattered areas of India and 
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Pakistan, would suddenly decide to sell to these two concerns and to 
R. Dalmia’s brother-in-law on one day. 

We also know from what happened before the Income Tax Investigation 
Commission that the Group did have over Rs. 4 crores of secret and 
undisclosed assets down to the year 1947 (Ex. J. 24). 

These facts, coupled with the earlier fact that the money for the shares 
is said to have found its way into the Bharat Bank from all over India and 
Pakistan in cash in lump sums of 1, 4, 5 and 6 laes on just four days, 
leads us to infer that the whole thing was bogus and that it was mani- 
pulated for an improper end by those conducting the affairs of D. J. Ainvays. 

Mr. Misra questioned the accuracy of the numbers that we have given 
namely 114, and of the figures that flow from it. For example, he said 
that no notices were sent to the 9 subscribers with Pakistani addresses. 

It is true that there is no direct evidence to show that these persons 
were all non-existent, but the facts set out above justify an inference that 
they were fictitious. But, even if there are a few inaccuracies, as the exact 
numbers do not matter, we are justified in concluding that there were a 
large number of fictitious names, which, to the best of our accounting appear 
to be in the neighbourhood of 114. The main thing, so far as we are con- 
cerned is to find whether this malpractice was resorted to and whether it 
was on a fairly substantial scale. As we are not a court of law assessing 
damages or the like the exact numbers and the exact sums of money 
involved do not matter. All we are concerned with is the broad overall 
picture. 
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CHAPTER Vlll 

D. J. AIRWAYS ; UNDERWRITING COMMISSION 

One of the methods employed by the D. J. Group for draining money 
from public companies was to get their own concerns appointed as under- 
writers and managing agents and then get them paid large sums of money. 
In the case of D. J. Airways the position was as. follows. We will deal 
with the underwriters first. 

We are not attacking die commercial practice of underwriting; nor do 
we wish to imply that what was done here was illegal or fraudulent. But 
we are of opinion that the facts that we shall now bring out reveal an 
undesirable state of affairs in the commercial world in that Siey show how a 
practice that is otherwise beneficial can be abused without breaking the Taw 
or departing from prevalent commercial practices. These are the facts. 

The application (Ex. 77) made to the Examiner of Capital Issues on 
3-5-46 for issue of Rs. 40 lacs share capital named Dalmia Jain & Co. as 
the underwriters; but this company was not paid anything and the matter 
seems to have remained in abeyance till 12-7-46. There was no provision 
for managing agents in tlie application. 

On 12-7-46 a second application (Ex. 98) was made to the Examiner 
of Capital Issues for the issue of a further Rs. 310 lacs of share capital. 
No underwriters were named but provision was made for the following : — 

“Brokerage and underwriting commission to be paid to bona fide 
brokers.” 

Now Dalmia Jain and Co., the only company mentioned as underwriters 
up to that date, were not brokers and had never been brokers, so either the 
D. J. Group had bona fide Jbrokers in view at that date or this was a mis- 
leading statement. It is pertinent to note that Dalmia Jain & Co. were 
named as the proposed managing agents in this application. 

From there we pass on to 24-8-46 (Ex. 103). This is the date of the 
underwriting agreement made with D.C.P.M., a totally different concern 
except for the fact that it was a Dalmia Jain Group company. Here 
D.C.P.M. were to be paid for underwriting Rs. 345 lacs worth of shares 
and it was said that this was “all the issued capital”. 

D.C.P.M. was paid Rs. 7,86,955 as its undenvriting commission some- 
time before 7-12-46 out of the amount received • from the shareholders of 
D. J. Airways. 

We do not know why D.C.P.M. was substituted for Dalmia Jain & Co. 
It was not an underwriting organisation and we can only guess at the reason, 
namely that, as Dalmia Jain & Co. were to be appointed managing agents 
it would have looked bad to have them receive the undenvriting commission 
as well. Anyway, D.C.P.M. were not brokers either. 

Now this raises several issues. Underwriters are essential in an advanced 
commercial age. They arc paid for the risks they run. But in this case 
D.C.P.M. ran no risk and had very little to do. 
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The second application (Ex. 98) for Rs. 310 lacs was made on 12-7-46 
(Ex. 98), but the underwriting agreement was not signed till 24-8-46 (Ex. 
26/2). Two days later the Prospectus (Ex. 103) was issued. The directors 
said in the Prospectus that the /«// amount of the issued capital of Rs. 3i 
crores had already been received. Also Ex. 48, the account of D. J, Ainvays 
with the Bharat Bank at Delhi, -shows that Rs. 1,95,86,391-14-10 had been 
paid into this bank before 26-8-46. The rest of the amounts were received 
before that date at other places, such as Bombay and Calcutta, but were not 
remitted to Delhi till later, and then not in cash : only book adjustments 
Were made, that is to say, the account of D.C.P.M. in the books of D. J. 
Ainvays was debited wth Rs. 56,56,947-12-0 towards the share application 
money received by D.C.P.M. on behalf of D. J. Airways. Iberefore 
D.C.P.M. ran no risk in undenvriting the Rs. 345 lacs. But even if they 
did, what does it all add up to ? 

The Dalmia Jain Group wanted to comer the market in disposal vehicles. 
They had not the money, or if tliey had, they did not want to use either 
tlieir o\vn money or that of their concerns. So they, decided to get the 
money from a public concern and use it for their own benefit, or at any 
rate for the benefit of one of their private concerns; and in order to assist 
the public concern to raise this money intended for their o\m exclusive 
benefit and that of their private concern Allenberry, the D. J. Group made 
themselves a present of Rs. 7,86,955. 



CHAPTER IX 

D. J. AIRWAYS : MANAGING AGENCY 


We turn next to the Managing Agency. In this case Dalmia Jain and 
Co. who had been proposed as the underwriters on 3-5-46 and then dropped 
in favour of D.C.P.M., were put forward as the managing agents on 12-7-46 
(Ex. 98), A copy of the agreement is available (Ex. 781), but the original 
is not forthcoming, nor is any resolution to be found about this in the Direc- 
tors’ minute books either of D. J. Airways or Dalmia Jain & Co. But the 
terms that are set out in the prospectus (Ex. 103) dated 26-8^6 are as 
follows. Dalmia Jain and Co. were to be paid, 

(a) an ofBce allowance of Rs. 7,500 a month; and 

(b) a commission of 10% on the net profits of the company; 

and they were to continue as managing agents for a period of 20 years from 
9-7-46, the date on which D. J. Airways was incorporated. 

Now what was the result of all this ? Although these various companies 
appear to be separate and independent units the following facts will show 
how false that assumption is. We give below a side by side list of the 
Directors of Allenberry, D. J. Airways, D.C.P.M. and Dalmia Jain & Co. 
from 9-7-46 (the date of incorporation of D. J. Ainvays) down to 26-8-46, 
the date of the agreement. 


J}./. Airways 


Allenberry D.C.P.M. Dalmia Jain & Co. 


Shanti Pd. Jain 
(Director). 


J. Dalmia’s son 
V.H. Dalmia age 
21 (Director). 


(а) Shanti Pd. Jain 
(Director and 
Promoter). 

(б) His wife Smt. 
Rama Jain 
(Director). 

(a) J. Dalmia 

(Director and 
Promoter). 


(a) Shanti Pd. Jain 
(Shareholder and 
Director). 

(b) His wife Smt. 
Rama Jain 
(Shareholder) 


.Shanti Pd. Jain 
(Director). 


J. Dalmia (Director 
from 5-8-46). 


J. M. Gupta (Director 
and Subscriber), 


R. K. Jain (Director). 


J. M. Gupta (Direc- 
tor), 


H. D, Bishnoi (Di- 
rector). 

R. P. Bajoria 
(Director). 


(6) His son V. H. 
Dalmia 
(Director). 

J. M. Gupta (Direc- 
tor and Manager). 

M. K. Roy (Direc- 
tor). 

H. D. Bishnoi (Di- 
rector), 

V. D. Agarwal (Di- 
rector). 


J. Dalmia (Direc- 
tor and Share- 
holder). 

V. H. Dalmia. 


M. K. Roy (Direc- 
tor and Share- 
holder). 


R. Dalmia, his wife Durga Devi Dalmia and the Dalmia Trust were share- 
holders in Dalmia Jain and Co. 
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R. Dalmia was not a director of either D. J. Ainvays or D.C.P.M. or 
Allenberry or Dalmia Jain & Co. at that time. But he was managing the 
affairs of D. J. Airways on behalf of the managing agents Dalmia Jain & Co. 
He was also one of the promoters of D.C.P.M. and had the predominant 
voice in the affairs of these three companies. 

This table will show that for all intents and purposes the same group 
of persons acted all through for all three concerns. It means that the 
Dalmia Jain Group, acting throu^ Shanti Pd. Jain and J. Dalmia and 
their two stooges, J. M. Gupta and R. K. Jain, first got Rs. 345 lacs of 
money from the general public for their private concern Allenberry. 

Next, they voted to pay themselves Rs. 7,86,955 as underwriting com- 
mission out of the money of D. ,J. Airways for the privilege of raising the 
money for themselves; and 

Then they voted -that they pay themselves a big managing agency com- 
mission for the privilege of using the money of D. J. Airways for running 
their private business. 

We recognise that all this could be done quite legitimately under the 
then prevalent commercial practices, but it shows how easily money taken 
from the public can be used for the enrichment of private individuals and 
their concerns with very little efiort and without a commensurate benefit 
to the .public from whom the money is taken. 

Anyway, that was the position of 26-8-46. We will now proceed to 
examine how the funds of D. J. Airways were used. 

We have already dealt with the Aviation section of the business of 
D. J. Airways. We will examine how its funds in the joint venture section 
(Disposal Vehicles and Stores) were dealt with in the next volume of this 
report. But we Will say here that the Joint venture agreement. Ex. 36, was 
si^ed* on 26-8-46, which is the same day as the one on which the manag- 
ing agency agreerhent was signed. 


(VIVIAN BOSE) (V. R. SEN) 
New Delhi New Delhi 
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CHAPTER I 

JOINT VENTURE AGREEMENT, EX. 36 
Dated 26-8-1946 

We have already held that the idea of taking on a financing partner 
because Allenberry could not raise the Rs. 5i odd crores required for 
cornering the market in these disposal vehicles and stores arose in April 
or May 1946, or earlier. We have also seen that Shanti Prasad Jain 
committed D.J. Airways to a purchase of Rs. 232 lacs (later raised to 
Rs. 2,71,32,500) on 10-7-1946 and 11-7-1946 and that shortly after, on 
31-7-1946 and 2-8-1946, R. Dalmia committed D.J. Airways to a second 
purchase valued at another Rs. 250 lacs. Both purchases were in partner- 
ship, with Allenberry. But the commitments were made without any formal 
authority from D.J. Airways; they were made without any partnership 
agreement; and no terras were specified or settled. Also, so far as any 
norm^ reading of Ex. 98 goes, one would have concluded that D.J. Air- 
ways was to supply the whole of the capital of Rs. 310 lacs and Allenberry 
nothing; and further, though according to V. H. Dalmia and Shanti Prasad 
Jain, Allenberry was in a position to raise Rs. li to 2 crores, it made no 
attempt to do so. All that it did was to make an initial payment of 
Rs. 82 lacs on 11-7-1946 (Exs. 87, 89 and 402) and recoup itself from the 
funds of D.J. Airways on 26-7-1946. 

Before we look into the terms of the agreement Ex. 36, we will set out 
a few facts to show how this partnership was brought about because the 
fairness or propriety of an agreement cannot be determined in the abstract. 
The surrounding circumstances and the status of the persons involved have 
also to be taken into consideration. For example, a man is normally free 
to invest his money as he likes. He can speculate with it or plunge into 
ventures that may or may not pay off. But when he is handling the 
moneys of other persons he is not in the same carefree position. A trustee, 
for example, cannot invest trust funds in any but trust securities however 
attractive and sound some other venture may appear to be; and so it is 
all down the lihe with varying degrees of care and responsibility enjoined, 
sometimes by the law and sometimes by plain commonsense and prudence. 

The Commission said in its statements of matters that the formation 
of the joint venture was improper for the following, among other, reasons. 

(1) Because the persons who negotiated the deal on behalf of D.J. 
Airways were interested in Allenberry and controlled Allcn- 
berry; 

(2) Because, infact, the same persons negotiated tlie deal on 
both sides, the rest being either dummies or common to both 
companies; 

(3) Because both companies were controlled by the same group; 

(4) Because D. J. Airways was not ^ven the benefit of independefit 
legal advice and, as it was under the control of the D. J. Group 
who also controlled Allenberry, it should have been given this 
advice; and 


255 



256 


(5) Because the normal fiduciary relationship 
between partners was not there. 


that should exist 


Shanti Prasad Jain’s answers to these assertions were as follows : 

S ^at after fte a^eement of 10-7-1946 was made with 
the Director General of Disposals, 


“an arr^gement was arrived at between Allenbeny & 
Co. Ltd. and D.J, Airways Ltd. whereby it was agreed 

that the purchase should be under a ioint 

venture — .- ” ^ 


and that the two, 

“should have equal shares in . the profits and losses.” 

arrangement, as we have seen, was entered into after lunch on 
the afternoon of the 11th July without, accordinjr to Shanti Prasad Jain, 
either side having given a moment’s previous thought to, the matter; also 
the convening of the meeting of the Board of Directors of Allenbeny on 
the one hand, and of D.J. Airways on the other, and the discussions and 
the decisions on both sides were aU over in a couple of hours. 

He also said in his written statement. 


(2) “It is submitted that Allenberty & .Co. Ltd. did not owe any 
fiduciary obligations to D. J. Ainvays.” 

(3) “It is denied that Dahnia Jain Airways was not ^ven the 
benefit of independent legal advice.” 

(4) (a) “It is not correct to say that aU the persons who negotiated 

the deal on behalf of Ahenberry were interested in AHen- 
berry.” 

(b) “The directors of D.J. Airways other than the members 
of the Dalmia Jain Group were senior executive ofBcers.” 

(c) “The affairs of the said company were also controlled by 
its Board of Directors and the management of the affairs 
of the said company vested in the Board of Directors.” 

It is a startling thing to be told without qualification that there is no 
fiduciary relationship between partners. Section 9 of the Partnership Act, 
1932 says that they must-be “just and faithful” toivards each other, which • 
is another way of saying much the same thing. And Section 88 of the 
Indian Trusts Act actually imposes a fiduciary character on a partner in 
-certain cases. Shanti Prasad Jain’s answer illustrates his mentality; and it 
is that very thing that we assert, namely that the attitude of the group 
“towards these public companies was just that; the attitude of an Irish horse 
dealer selling a horse : the more unwary and gullible the purchaser the 
better the deal, . . , , 

It is a curious fact that no witness has toM us who the independent 
leoai advisers of the D.J. Airways were, or whether there ever was any legal 
advice. These are facts within the special knowledge of Shanti 
Jain who negotiated this agreement about partnership from the side of D.J. 
Airways as well as from tlTat of ,^enberry. 

In such a case the Indian Evidence Act casts the burden of proof on 
the person who has special and inside knowledge of the facts. See section 
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106. The truth is that there was no legal advice. We would have been 
told so. oil enough if there had been. 

We ihave already seen that the only persons who, according to Shanti 
Prasad Ja were present at the meeting of , the Board of Directors of D.J. 
Airways 6. 'i the 11th afternoon were Shanti Prasad Jain, J. M Gupta and 
R. K. Jain. Quite apart from the fact that R. K. Jain could not have 
formed a qn orum by himself, this is what he said in his written statement : 

“I wail not responsible for the partnership entered with ABC Ltd.; 
which \vas in fact entered into by the managing agents. I do not 
remembt’-r having attended any Board meeting in which the matter 
of the jo int venture came up for discussion either before or after 
the execution of the agreement.’,’ 

J. M. Guptii’s attitude is summed up in his written statement. 

“I came into the picture only for the purpose of paper transactions 
in respect of matters decided upon by the D.J. Group.” 

Now we are not relying on these statements to establish positive facts 
but only to show the kind of directors whom Shanti Prasad Jain extols as 
independent. In the end, even his counsel had to admit, because of their 
stand on other matters where it was necessaiy to show that R. Dalmia 
dominated the other members of the group in the discharge of their director- 
ship duties, that these directors were not independent. Tlicy did as they 
were told. But Mr. Misra said that that is inevitable when an individual 
or a group of persons controls a large number of companies. 

Therefore, it narrows down to this. D.J. Airways was forced into this 
partnership by Shanti Prasad Jain acting in the foreground and R. Dalmia 
directing operations from behind, because these two persons wanted the 
money of D.J. Airways for their own concern, namely, Allenbcrry. D.J. 
Airways never had any will of its own and except as a legal fiction, it never 
had any independent existence. 

But forget that for a moment. Let us accept what Mr. Misra said and 
assume that this sort of situation is inevitable so long as you have group 
control. Even then, a man who has control of public funds and is acting 
on boA sides of a deal in which he is personally interested is expected to 
exercise reasonable precaution on behalf of the public whom he represents. 
But what did Shanti Prasad Jain do? 

1. He entered into a partnership agreement on behalf of D.J. 
Airways without even bothering to consider the most vital part 
of a partnership agreement, namely, who was to contribute the 
capital and to what extent. The only term that he set out in 
his written statement was that each partner was to share the 
profits and losses half and half; 

2. He was in charge of a company whose sole business,- according 
to Shanti Prasad Jain was aviation business — in any case it wus 
the only business it was doing at that time; and its sanctioned 
and issued capital was only Rs. 40 lacs. But, without pving 
tlie matter more than two hours thought he suddenly switched 
it over to a totally different kind of business involving a financial 
commitment of Rs. Si crorcs. How can that be considered 
responsible behaviour ? 
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, It is enou^ to set’ out; these facts, to show up. the pretence thr jt nr 
Airways was left any freedom of choice or that it was acting indepe nlnfii' 
or that the deal was negotiated at arms length. naenuy, 


In those circumstances -the -law examines the transaction with- the 
strictness and with jealous suspicion, meticulously scanning its ^ airnessTn- 

by line and item by item; and is swift to take note of the slishtc.-ct 
. of . undue advantage. - - ^ -sc inaication 

We will now turn, to the partnership agreement signed ; on 26-8-1946 
, (Ex. 36). In pur opinion the terms were one sided ar.id favoured the 
private enterprise of the D.J. Group, AUenberry, at the expense of the 
' public limited cotnpany. ’ 

As there is disagreement about the legal interpretatioia of the terms it 
will be necessary to set out the relevant clauses. 

In a partnership agreement one of the inpst important clause relates 
to the contribution of capital. Ex. 36 deals with this as follows. 


Clause 1. 

■ '• "The purchase price of the aforesaid vehicles and spare parts shall 
be paid to the Director General of Disposals by the first party and 
the second party half and half.”. 

Clause 6, hid para. . / 

(a) “The second party will appropriate the said proceeds in the first 
instance against their half share of the purchase price, till the same 
is fully .realised. ‘ 

(h) ./^d thereafter payment shall be made to the first party. 

(c) Provided, however, that if in any pvent the amount invested by the 
first party is not so realised in full, the second party shall bear half 
of such deficit and make that good to the first party.” 

Clause 2 . 

“If fuiids of any of these parties are invested in the joint veiiture 
over and above their proportionate share of the purchase price, 
interest at the rate to be agreed upon between both parties from time 
to time will be payable to the party investing such extra funds.” 

The first party referred to in the agreement is Dalmi a Jain Airways 
and the second, AUenberry. 

In our opinion the first clause means just what it says, namely, that 
the purchase price was to be paid by , the parties half and half. That in 
turn means that every time a payment was made each was to put up half 
the money. It does not mean that one side was to do all the paying and 
that the other was not bound to contribute anything till the first half of 
the, price was fully paid by the other partner. 


The clause about the repayment is a separate clause and bears no rela- 
tion to the first. For example, say there had been no sales at all, the 
obligation to pay the Director General Disposals would still have remained 
and each party would still fiave been obliged to pay the price on the due 
date or dates. 
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Construed in this way no objection can be taken to the fairness of the? 
first clause. The unfairness comes in when we turn to the second paragraph 
of clause 6 which deals with repayment. That gives Allenberry ah undue- 
advantage. If each side was to pay its contribution half and half it was 
unfair to provide that ^enberry should be repaid in full before a single 
repayment was made to 'the other jpartner; also that D.J. Airways should 
have to await its turn for an indefeite period, especially as it was not to 
receive any interest on the money it put up in the meanwhile. The fair 
thing would have been to provide that each would be repaid half and half 
in the same way as each was required to pay the purchase price half and 
halfj or at the very least to make some provision for the payment of 
interest. 

This is bad enough even as it stands. The unfairness is greatly intensi- 
fied when we come to examine the meaning that Allenberry and the D,J, 
Group gave to these provisions; but we wiU deal with that later. 

Three more provisions are, in our opinion, unfair. Under Clause 3- 
Allenberry was to do all the overhauling and repairing of the vehicles and 
was entitled to charge the joint venture for this work. No indication was 
given about the rates that could be charged; that left D.J. Airways at the 
mercy of Allenberry. We realise that no exact rate could have been fixed 
because different kinds of repairs are normally paid for at different rates. 
But a general clause saying that the rates would be 50% or 60%, or what- 
ever it was, of the rates normally charged in the trade would have afforded 
some indication of the fact that the partner was to be treated favourably 
and not regarded as any other customer, A clause of that kind would 
also have afforded some sort of protection against possible exploitation. 

The interpretation that Shanti Prasad Jain put upon this clause was 
that, 

“Since no specific rate of charge was mentioned. . . .Allenberry. . . . 
was entitled to charge the joint venture at the rate or rates usually 
charged by Allenberry . . . .io outside customers." 

We think he is right because the normal rule of construction would be 
to read this clause along with clause 4 which provides that the rate shall 
be 

“the rate usually allowed in the motor trade, that may be agreed 
upon between both the parties from time to time.” 

. In our opinion this is doubly unfair both in clause 3 and in clause 4. 
In the first place it puts D. J. Airways on the same basis as any outside 
customer. It also makes provision for disregarding even that, in that it. also 
provides for a rate. 

“that may be agreed upon between both the parlies from time to 
time.” 

This would have been alright if in fact there were two independent 
parties negotiating at arms length. But when we brush aside the pretence 
of independence corporate existence and get down to realities we find that 
tlie truth is that Shanti Prasad Jain is acting on both sides and that D.J. 
Airways is left completely at the mercy of the D.J, Group. 
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The same criticism applies to clause 4 and to clause 2 about interest. 
Clarise 2 says that jif the funds that either side invests in the joint venture 
exceed the proportionate share of the purchase price then, 

“Interest at the rate to be agreed iipon between the parties from 
tune to time will be payable to the party investing extra funds.” 


. Stop this of Its subterfuges and we find it means that Shanti Prasad 
Jam wuld decide whatever he pleased. If D.J. Airways paid too much he 
was free to decide, if he so wanted, that it should be paid, shall we ’say 
2%; whereas, if AUenberry over paid, he could settle with himself that the 
pubhc company should pay his private concern as much as 6% dr even 8%. 

Mr. Misra conceded that clause 4 is unfair as it stands, but he said 
that clause 3 is fair because AUenberry was entitled to charge for the 
Avorking expenses. We agree that if that was the correct interpretation of 
the clause as it stands it would be unobjectionable. But, as we have shown 
that is not what it means; nor is it what Shanti Prasad Jain contended that 
it meant. 

The legal right given to AUenberry under the clause is, not to charge 
merely its working expenses, but to charge the rates prevalent in the motor 
trade, that is to say, to treat D.J. Airways as any outside customer. That 
meant that AUenberry was entitled under the clause, not only to its 
exjienses, but to all the profits. Had the profits gone to the partnership then 
AUenberry would have got only half. 


- Shanti Prasad Jain said that if the partnership had tried to do its own 
repairs then it would have had to run, up, or rent, large premises and incur 
a large overhead and would have run into large losses. We are not 
convinced with this answer. It is based on guess work. The work 
could have been given to outsiders and the partnership would have been 
no worse off; and, with the element of competition present the partnership 
would probably have been able to get better* and fairer terras. The unfair- 
ness lies in the fact that one of the partners gets a benefit for itself out of 
the partnership business when it is supposed to be contributing its skill 
and work to die joint venture. As between independent equals die parties 
could have done what they liked. But not in a case Uke this. 


Now, AUenberry was to the working partner and was to contribute 
its skill and labour as its contribution to the partnership. But as the busi- 
ness of the firm only consisted of two things : (a) the reconditioning and 
the repmring and (b) the seUing, if AUenberry was to be paid at the same 
fates as any outside firm what benefit did AUenberry contribute to the 
partnership ? 

In his arguments Mr. Misra conceded that clause 4 was unfair and 
could not be defended; but he said that the rest of the agreement was fair 
and norm^. He also said that whatever the rights given to AUenberry 
under the agreement AUenberry did not extract its pound of flesh and that 
when it came to implement the agreement it waived its strict rights and 
acted in a scrupulously fair manner. We will deal with that later. At the 
moment we are considering the propriety of the agreement as it stands. 

. Shanti Prasad Jain contended that the agreement was more than fair; 
and S. N. Verma and that, if anything, it was weighted against Allenber^. 
He said that the executives of AUenberry were very much against the 
parmership but were overruled. The reason given for the fairness of tne 
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•fenns that we have just examined was that DJ. Airways was only the 
fiiancing partner and that as Allenberry had all the knowledge • and the 
■“know-how” hnd was going to do all the work and contribute its great 
reputation to the ventare, it was more than generous of it to agree to 
contribute half the capital : it need not have contributed any at all and the 
arrangement would stUl have been fair. 

In our opinion the position is not as simple as that; we will expand on 
that later. _At the moment we decide that the proper legal interpretation 
of Ex. 36 is what we have said; and that we consider that the agreement 
was one-sided and unfair Also that it exposed D.J. Ainvays to unjustifiable 
xisks. 

Now, that is bad enough; but the way in which the agreement was 
interpreted by Allenberry was even more detrimental to D.J. Airways. We 
get Allenberry’s interpretation from the evidence of V. H. Dalraia who has 
not been contradicted by Shanti Prasad Jain in his written statement. V. H. 
Dalmia says that the arrangement was this ; 

1. Allenberry was not to contribute anything at all initially. He 
said, 

“Under the agreement D.J. Airways was first to make the pay- 
ment of their entire share to the Director General of Disposals 
and only thereafter Allenberry was to pay its half share.” 

2. Allenberry’ s half share was to be paid as follows : — 

“Allenberry was to pay its half share only after the sales and 
out of the proceeds of the sales and not initially. That was 
the clear understanding and both parties acted on it.” 

This means that Allenberry was not to pay anything out of its own 
funds. The arrangement was that D.J. Airways was to pay the Director 
General of Disposals tiirougji Allenberry its half share amounting to Rs. 2S5 
odd lacs. The vehicles in the meanwhile came into the possession of Alien- 
berry for sale. After D.J. Airways had paid its full half share Allenberry 
would pay the other half out of the sales of these vehicles. In other words, 
it paid nothing out of its own pocket. 

3. This process was to continue till the whole of Allenberry’s half 
of the contribution to capital h’oj satisfied. 

■ At that point a stage would be reached when the Director General would 
have been paid in full. At that point Allenberry was to be treated as_ having 
contributed its half share in the capital in full and as having had its half 
share of its contribution to capital automatically returned to it. 

4. Only then (and not before) was a similar process to be 
employed regarding the return of the capital invested by D.J. 
Airways. 

Shanti Prasad Jain did not controvert this in his long and argumentative 
written statement. What he said was that Allenberry was entitled to do 
that under the terms of Ex. 36, therefore D.J. Aiiavays did not sufier because 
those were the terms to which it had agreed. 

We are accordingly right in holding that the interpretation'that Allenberry 
gave to the terms of the a.greement arc as set out in the passages wc have 
quoted from V. H. Dalmia’s evidence. 



, 262 


We have pointed out , that the provision for repayment was one-sidpd’ 
even on a strict legal interpretation of clause 1; but ineeomefmuch 
^air when looked at m the li^t of the interpretation that Allenberrv and 
Shanti Prasad According to them the agreement that 

p. J. A^ays should first pay its entire half share of the purchase price; 
before Allenberiy could be called on to contribute anything: and when it 
came to repayment Menberry was to be repaid in fuU before DJ. Aimavs. 
was entitled to a pie. Clearly the fair thing would have been to provide- 
that he who pays first should be repaid first. 

TMs unfairness is intensified stiU further when we find that Allenberrv 
contributed nothing at aH from its own funds. 

We will first examine the documents that show when the Director General 
of Disposals was to be paid and by whom. In the case of all the purchases- 
the liability was a joint one of D.J. Airways and Allenberry. So all the 
provisions for payment relate to the liability of the partnership and not to 
that of either partner individually. 

Two documents were executed on 11-7-1946. Ex. 87 was one. It 
created a liability of Rs. 1 80 lacs which was to be paid as under. : 

Rs. 20 lacs on or before 12-7-1946 and the balance of Rs. 160 lacs- 

on or before 12-9-1946. 


Ex, 89, of the same date, created a liability for another Rs. 62 lacs: 
which was paid the same day. 

. On 28-6-1948 the Rs. 62 lacs was raised to Rs. 91,32,500 (Ex^ 90) but 
no date was fixed for payment of the difference, Rs. 29,3^500, 

On 2-8-1946, Ex. 92, was. executed aind that created a further liability 
of another Rs. 250 lacs. This was to be paid as follows ; Rs. 50 lacs on 
1-8-1946 and thereafter Rs. 50 lacs on each of tlie following dates r 
1-10-1946, 1-11-1946, 1-12-1946 and 1-1-1947. 


On 11-9-1946 another purchase of Rs. 50 lacs (Ex. 94) was made, 
bringing the total purchases up to Rs. 571 lacs. Some payments were made 
by 11-9-1946, so -Rs. 410 lacs were still left excluding Rs. 15 lacs for the 
R-3A Plant which had been taken out of the joint venture. 


This exhibit consolidated the previous agreements and made the follow- 
ing provisions for payment of the Rs. 410 lacs then outstanding; Rs. 60 
lacs to be paid by the end of September 1946 and Rs. 70 lacs at the end of 
each of the following five months. That is, the agreement was that the whole 
of ibe Rs. 410 lacs was to be paid/repaid by 28-2-1947. 

The payments to the Director General of Disposals y/ere ' made by 
Allenberrv out of its ovra account with its banks. ■ But it had a runmng 
account with D.J. Airways and from time to time D.J. Airw^s was. made 
to transfer various sums of money to Allenberry s account as below. 


Whenever a payment was made to the Director General 
)y Allenberry, Allenberry’s Current Account in the books of D.J 
.vtd., was credited. 

Up to 7-10-1946 Allenbeny’s account with J, Ainvays (m 
)f D.J. Airways Ltd.) showed a debit balance of Rs. 1,85,45,000. 

On 29-11-1946, Allenberry transferred Rs. 24,00,000 to 
lank Ltd. This was done with a view to window dress the 
Report (Ex. 31). 


Disposals 
. Ainva3'S 

the books 

Universal 

Statutory 
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On 6-12-1946, Allenberry was credited with Rs. 247 lacs towards 
payment to the Director Genera] of Disposals- 

On 7-12-1946, Rs. 1,42,85,218 out of the amount due from D.C.P.M. 
towards the share application money received by them as underwriters was 
transferred to Allenberry making the amount due from Allenbern,', 
Rs. 3,04,30,218. 

The balance due from Allenberry at the date of the Statutory Report 
(Ex. 31), i.e., 7-12-1946 was Rs. 57,30,218. 

On 24-1-1947 the balance due from Allenberry increased to 
Rs. 61,58,261-6-8. 

On 12-3-1947 the account of Allenberry was credited with Rs. 53,00,000 
towards payment to the Director General of Disposals. 

The above mentioned Rs. 53,00,000 was paid by Allenberry to the 
Director General of Disposals on the following dates ; — 

Its. 

14-1-1947 23,00,000 

6-2-1947 10,00.000 

5-3-1947 20,00.000 

53,00.000 


It will be seen from the above that — 

(i) from 15-1-1947 and up to 5-2-1947 Allenberry used 
Rs. 38,58,261 of D. J. Airways funds {difference of 
Rs. 61,58,261 less Rs. 23,00,000 paid to D.G.D. on 14-1-1947). 

(ii) from 6-2-1947 upto 4-3-1947 Allenberry used Rs. 21,58,261 of 
D. J. Airways funds, (difference of Rs. 38,58,261 less 
Rs. 10 lakhs paid to D.G.D. on 6-2-1947 and sundry payments 
of Rs. 7 lakhs). 

(hi) on 6-3-1947 only Rs, 1,58,261 was left with Allenberry 
(Rs. 21,58,261 less Rs. 20 lakhs paid to D.G.D. on 5-3-1947). 

No interest appears to have been charged between 7-12-1946 to 
31-12-1946 on the excess payment made by D. J. Airways to Allenberry wliich 
may come to round about Rs. 20,000. 

On 12-3-1947 the balance due from Allenberry came down to 
Rs. 80,218-13-0. 

Subsequently, Allenberry paid the following amounts to Director General 
of Disposals which were adjusted in the books of D. J. Airu'ays to the credit 
of Allenberry on the following dates ; — 


Date on which 

Amount 

Dale on which D. J. 

Allenberry paid 


Airway.'t account 
adjusted 

25-4-1947 

9,00,000 

25-4-1947 

26-4-1947 

21,00,000 

7-5-1947 

13-6-1947 

10,00,000 

14-6-1947 

18-6-1947 

11,00,000 

25-6-1947 

5-7-1947 

15,00,000 

28-6-1947 


total 66,00,000 
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the account of AUenberr^' was credited with Rs 366 lakhs ns 
below towards payment of the Director General of Disposals 


6-12--I946 
12-3-1947 . 

As stated above 


Rs. 

- . 247 lakhs 
. . ,53 lakhs 
66 lakhs 

Total 366 lakhs 


to Ihe'eSt 

Thus Ae debit balance of Rs. 61,58,261 on 24- M 947 was converted 
into a credit balance of Rs.' 76,23,293 on 28-6-1947, 

Balance due on 24-1-1947 
Amount paid to D.G.D. by Alicnberry cre- 
dited to its account in D. J. Airways’ books 
(Rs. 53, 00, 000 -fRs. 66,00,000) Rs. ,1,19,00,000 

Sundry payments Rs. 18,81,554 

1,37,81,554 


Dr. Rs. 61,58,261 


Balance 


Cr. Rs. 76,23,293 


A contra entry was passed on 28-6-1947 for Rs. 80,33,750. Thus the 
accounts show that D, J,. Airways has paid Rs. 2,85,66,250 towards the 
Director General of Disposals payments as shown below : — 

Rs. 

As shown above . . • . . 3,66,00,000 

Less: Contra Entry . . . . . . ' . . . . 80,33,750* 


2,85,66,250 

*This is made up as follows: 

Rs. 119 lakhs (Rs. 53 . lakhs plus Rs. 66 lakhs) 

Less Rs. 38,66,250 (difference between Rs. 2,85,66,250 

Less Rs. 247 lakhs) 

By virtue of .tiiis Contra entry the balance of Rs, 76,23,294 standing 
to the credit of AHenberry was converted into a debit balance of Rs. 4,10,456. 

' Interest (from 1-1-1947 to 30-6-1947) of Rs. 46,458 and profit of 
Rs. 12,21,627 from Disposal Account was debited and thus on 30-6-1947 
the amount due from ADenbeny in the books of D. J. Airways stood at 
Rs. 16,78,541. 

Now turning to the payments that Allenberiy' made to the Director 
General of Disposals we find from Ex. 402 that only Rs. 280 lakhs were 
paid by 6-2-1947. Another Rs, 20 lacs- was paid on 5-3-1947 and that 
brought the total np to Rs. 300 lacs. 

D. J, Airways’ share in the total Rs. 571 lacs due to the Director 
General of Disposals was Rs. 285 lacs. So the whole of this was paid by 
5-3-1947. 

Now, according to our interpretation of Ex. 36, Allenberry should have 
been matching each of D. J. Airways’ payments to the Director General of 
Disposals with like payments of its own. Its omission to do so gave Alien- 
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berry an obvious advantage and put D. J. Airways to a corresponding 
disadvantage. f ^ 

Sfaanti Prasad Jain’s contention is that AUenberry was entitled to do 
this under the agreement, Ex. 36. We do not agree. AUenberry was not 
entitled to bold back its payments and let D. J. Airways do all the paying. 
It was bound to make pari passu payments. 

Shanti Prasad Jain also says that if Allenberry was lucky enough to 
persuade the Director General of Disposals to give AiJcnberrv easier terms 
that was no concern of D. J. Airways so long as f S not saddled S 
interest because of tbe dcfsulb JJe ssid tbst Airways bsd to psv' 

Rs. ^ 8 S lakhs under the agreement, and if Alienborry was able to persuade 
the Director General of Disposals to let AUenberry off with lighter terms 
when it came to Allenberry’s turn to pay its half share that had nothing 
to do with D. J. Airways. 

Again, we do not agree. The liability to the Director General of 
Disposals was a partnership liability, and if AUenberry was able to wrest an 
advantage for itself the benefit of that advantage should have gone to the 
nartnarshp,. herause psirto^rs are hound Jo cajyp bvsjjjcss ol ihc 

tai to the greatest advantage and any benefit that is derived from use of 
Ttnership funds must be passed on to the firm. 

T£ is clear that AUenberry was not in a position to pay from its own 
rces, for if it was, then it should have paid and not defaulted. It is 
T clear that it derived an advantage from not being compelled to 
money from banks and pay interest. 

'le other hand, if it was in a position to pay, then it had tlie use of 
If of this money of D. J. Airways up to S. 3 . 1947 . 

rdvantage to D. J. Airways was that it derived no corresponding 
the partnership defaults. All the advantage went to AUenber/y 
rd from contributing its half share up till 26-1-1947. 

ive seen that under Ex. 94 the last instalment of the amount 
tor General of Disposals should have been paid by 28-2-1947. 
te there was a considerable balance still due. 

still another agreement. Ex. 425^ was entered into regard- 
he total of the purchases was sjjJd to be Rs. 5,86,32,500. 
led the Rs. 15 lacs for the II. 3 .A plant. The balance 
’ said to be Rs. 2,56,32,500. But that again includc.s 
*. R3-A Plant. The amount due from the partnership 
500 . Anyway, the entire Rs. 256 odd lacs was 
'■om the partnership. 

rns were made for payment of the Rs. 256 lacs : 
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As no interest was charged it is obvious that Allenberry gained an 
advantage though Shanti Prasad Jain says it did not. Hjs case is that in 
advantage Allenberry had to get a bank guarantee from 
^ Bharat Bank and had to pay the bank a commission for the guarantee. 
That, howeyer, is not quite as simple as it sounds, because a number of 
other conditions were also -imposed. 

One of these conditions was that the partnership should mortgage all its. 
remaining stock of vehicles. Shanti Prasad Jain admitted that the granting 
of these instalments benefited Allenberry alone in the following passage in 
his written statement : — . - . ^ . 

“the commission for' the bank guarantee was paid by Allenberry alone 
and Allenberry alone bore the burden of such commission sitice it 
Allenberry which got the benefit oj such instalments.” 


Therefore, this advantage, which benefited Allenberry alone, was 
obtained not merely by reason of the bank guarantee but also because Allen- 
berry mortgaged, joint property. 

It must also be borne in -mind that Ex. 425/24-29 makes the partnership 
liable for the entire Rs. 256 lacs due on 14-6-1947 when the documer 
was executed. That includes the Rs. 15 lacs for the R3-A Plant. Ther 4 

fore, Allenberry got the advantage of having its partner made jointly lir 
wth itself because of a default committed by itself. It is obvious ' 

better terms can be obtained when two persons are made liable inste that 
one. . ■' ■ ad of 


Allenberry also obtained the benefit of the very considerable pa* 
payments that had been made in the past. • According to Ex. 4 
14-6-1947, they totalled Rs. 3,30,00,000 because the document. -^5 dated 
the total purchases come to Rs. 5,86,32,500 • and that a 
Rs. 2,56,32,500 remained. It follows that there must have bee’ 
of Rs., 3,30,00,000 up to 14-6-1947. On that date there 
payment of Rs. 10 lacs. So the total payments came to 
(Ex. 425/24-29.) . . 


states that 
balance of 
ji repayment 
.'was another 
Rs. 340 lacs. 


. These figures tally with Ex. 402 which is one of Ah 
According to that, the payments made to the Director Ge’ 
up to 14-6-1947 were Rs. 340 lacs, including the Rs. 15 
Plant. 


.enberry’s books, 
neral of Disposals 
lacs for the R3-A 


The position about the R3-A Plant is this. It war 
venture for Rs. 15 lacs and was paid for by D. J. / 
that is to say, D. J. Airways paid Allenberry ar 
Director General of Disposals. 


bought by the joint 
drways on 11-9-1946, 
A Allenberry paid the 


But, as Shanti Prasad Jain explained in his v / 


‘The said R3-A plant was, however, sor 
ferred by the said joint venture to All? 
that the total price payable out of the^ ■ 
Disposals was reduced to Rs. 5,71/ 

D. J. Airways in the said purchase pr 
Dahnia Jain Airways Ltd., cont 
Rs. 2,85,66,250 and not the sur 


m after its acquisition trans- 
,nberry & Co. with ^smt 
- said joint venture to the D. u. 
' 32 500 and one half share or 
'iicamatoRs. 2,85,66,250 and 
^buted only the said sum ot 
o 1 fi 250 as its half 


"Re 



share of the purchase price payable to the Director General of 
Disposals.” 

This is the basis on which we are proceeding and our calculations arc 
Irased on that assumption. 

That means that on 14-6-1947, D. J. Airways’ contribution came to 
Rs. 2,85,66,250. When the Rs. 15 lacs are excluded from the figures in 
Exs. 425 and 402 the real payments on partnership account were Rs. 325 
lacs. Therefore, on those figures, all that Allenberry had contributed towards 
the payment to the Director General of Disposals was Rs. 40 lacs. 

We said in our Statements of Matters that D. J. Airways had overpaid 
its dues to the joint venture by a sura of Rs. 16,78,541-2-0. Shanti Prasad 
Jain pointed out that we had omitted to take certain factors into considera- 
tion and said that the excess was only Rs. 4,10,456-3-8. We agree that our 
calculations were wrong; but the exact figures do not matter. Looked at 
broadly there is no doubt that Allenberry obtained a benefit for itself from 
the use of partnership assets. How was that benefit passed on to the partner- 
ship? It must be remembered that this benefit had to be asked for -because 
Allenberry defaulted in its obligation to the partnership by not paying up 
its half share of the capital in accordance with the terms of the partner-ship 
agreement. .,We are clear that the partnership got no benefit from this; nor 
does even Shanti Prasad Jain pretend that it did. 

Looked at broadly there can be also no doubt that clause 1 of the 
agreement, Ex. 36, was worked for the advantage of Allenberry and against 
the interests of D. J. Airways. It was one-sided and unfair as an agreement 
standing by itself. The interpretation given to it by Allenberry and the 
D. J, Group was even more one-sided. The way in which it was worked in 
practice made matters still worse. 

So far we have examined only the working of clause 1 relating to the 
contribution to capital. We will nov/ pass on to clauses 3 and 4 and Mil 
see how they were worked out in practice. Here we agree with _Mr. Misra 
that the working of these clauses was fair. So we confine our criticisms, so 
far as the working of the agreement goes, to clause 1. 
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THE R-3A PLANT 

We will now turn to the R-3A Plant, 

We find the following curious features about it : — 

(1) It was bought for Rs. 15 lacs from the D. G. Disposals om 
28-8-46 (Ex. 93); 

(2) The purchase was by the joint venture and not by Allenbcrry 
alone; 

(3) The payment of Rs. 15 lacs made to the D. G. Disposals was, 
on behalf of both partners and not on behalf of Allenbcrry 
alone; 

(4) D. J. Airways paid the entire Rs. 15 lacs; 

(5) The property was accordingly joint venture property and so the. 
plant should have been entered as part of the joint venture 
stocks; but that was not done; 

(6) At some date after the purchase R. Dalmia and Shanti Prasad. 
Jain decided that the Plant should be treated as the property 
of Allenbcrry alone; 

(7) We have been told conflicting and unsatisfactory stories about 
the date of this decision and about the date from which it was. 
to take effect; 

(a) S, N. Verma said that the decision was “immediate”, that 
is to say it was on the date of the sale bill (Ex. 93), namely 
28-8-46; 

(b) Shanti Prasad Jain, without committing himself to any 
date, indicated that it must have been between 17-10-46. 
and Nov./Dec. 1946; 

(c) The correspondence shows that the transfer could not have 
been reflected in the relevant records down to 26-9-47 
(Ex. 116). 

(8) The audited balance sheets of Allenbcrry as at 31-12-46 
(Ex. 250) does not show the R-3A Plant as part of the joint 
venture stock. This was signed by the auditors on 10-12-47. 

(9) The audited balance sheet of D. J. Airways as at 30-6-47 
(Ex. 32) also does not show the R-3A Plant as a part of the 
joint venture stock. This was signed on 15-12-47. 

(10) As the payment of the Rs. 15 lacs is shown in the accounts 
as payment on behalf of the joint venture, and as no transfer 
was reflected in the books dowm to 26-9-47 (Ex. 116), it follows 
that the two audited accounts could not have been signed and 
269 
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certified without including the R-3A Plant as part of the joint 
venture stock in the balance sheets as on 31-12-46 and 30-647 
unless the auditors were shown manipulated accounts with 
ante-dated entries showing an ante-dated transfer before the 
close of the respective years. ; 

We have -seen that D. J. Airways was incorporated on 9-7-46 and that 
purchases to the extent of Rs. -2,42,00,000 were concluded on 10-7-46 
Negotiations for the purchase of the R-3A Plant were proceeding at the 
same time. We get this from a letter that Shanti Prasad Jain wrote to the 
Examiner of Capital Issues on 12-7-46 (Ex. 99). He there gave the follow- 
ing description of the plant : 

1. Its capacity was in the neighbourhood of being able to recondi- 
tion 80 to 90 trucks a day; 

- 2. “After 5 -years, with the road' development that is proposed in 
■ this country the plant will easily get about 30,000 trucks per year 
. for 'reconditioning and, if half the business is done on sale and 
purchase basis and half on repairs charge basis and if we consider 
the price of the reconditioned truck or car about Rs. 3,500 the 
. r total return of the sale and purchase basis vdll be about Rs. 4} 
crores.” . 

The purchase of this plant was effected on the 27/28th August 1946 as 
a, partnerslnp purchase. The sale letter (Ex. 93)., is in the name of both 
companies. This is also clear from , Ex. 100 dated 17-10-46 in which 
D. J. Airvi’ays say that t/iey have purchased the R.-3A Plant for Rs. 15 lacs. 
This is an application to the Examiner of Capital Issues. It says, 

' “We, in cooperation and partnership with M/s. Allenberry & Co. Ltd. 

. have purchased from the ;Director General of Disposals, mofor 
vehicles of the value of Rs. 2,79,32,500. 

We have also purchased spare parts worth Rs. 50 lacs and R-3A 
Plant for Rs. 15 lacs for which we, got sanction as per our last appli- 
cation.” , 

The entire Rs. 15 lacs was paid by D. J. Adr^'ays, alone on 11-9-46, or at, 
any rate before 31-12-46. This is evident from two letters of Shital Prasad 
Jain (Ex. 259A dated 31-1246 and Ex. 106 dated 16-7-47). Shital Prasad 
Jain says in his letter Ex. 259R written to Shanti Prasad Jain, 

* “As intimated to you on your second visit to Delhi, Dalmia Jain 
Airway’S have taken payment for Rs. 2,27,00,000 made to the Direc- 

• tor General Disposals including spare parts and R-3A Plant in their 
account." 

• Shital Prasad Jain’s letter also makes it clear that D. J. Ainvays paid 
for the R-3 A Plant. . ' v 

When we say that D. J. Airways paid for the plant we mean that the 
money eventuaUy came from the funds of D. J. Airways. The initial 
- payment, as in all cases, was by Allenberry out of its own bank account, but 
this payment was recouped from D. J. Airways within a few days and so, 
in substance, the real payment was by D. J. Airways; anyivay, the payment 
to the D. G. Disposals was a joint payment on behalf of both parties. 
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These letters corroborate V. H. Dalmia who told us that tlie plant was 
intended to be used for the joint venture. Shanti Pd. Jain also admits that 
that was the case. 


The payment was made on 11-9-46. We get this from a statement of 
account (Ex. 402) showing the amounts paid on various dates to the Director 
General of Disposals , against the Joint Disposal Vehicles Business with 
Dalmia Jain Airways. These were payments as under up to 9-12-46 ; 


18 - 7-46 

28 - 8-46 

3 - 9-46 

51 - 9-46 

7 - 10-46 

6 - 12-46 

9 - 12-46 


Rs. 

82 , 00.000 

50 . 00 . 000 

25 . 00 . 000 

15 . 00 . 000 

60 . 00 . 000 

5 , 00,000 

10,00,000 


2 , 47 , 00,000 


We have seen above that Shital Pd. Jain said in Ex. 259 that the 
Rs. 2,47,00,000 included the price of the R-3A Plant, and, as the price of 
that was Rs. 15 lacs, it is reasonable to conclude that the Rs. 15 lacs refer- 
red to in the statement set out above refers to the R-3A Plant. 

There can, therefore, be no doubt that the purchase was a joint purchase 
and that D. J. Airways alone footed the bill on behalf of the Joint Venture 
and paid the money on 11-9-46. The property was therefore clearly joint 
venture property and should have been entered in the books as part of the 
joint venture stock; but that was not done. 

Now this plant was an exceedingly valuable one. As we have seen, 
Shanti Pd. Jain estimated that it could easily recondition 30,000 trucks 
a year; and apart from that, there is a speech made by him on 27-2-47 where 
he said that there were very few like it outside America. (Ex. 188). 

Whether that was the reason or not R. Dalmia expressed an opinion 
some time before 31-12-46, that the plant should be kept as Allenberry’s 
exclusive property (Ex. 259-R). 

S. N. Verma and Shanti ,Pd. Jain say that the value of the plant was 
not as great as Shanti Pd. Jain had expected and that, soon after its purchase, 
they thought it would be more convenient and economical all-round it 
Allenberry took over the plant for itself. 

When we drew up our statements of matters we thought that this was 
for fraudulent reasons; but now that we have heard Shanti Pd. Jain’s 
version and the evidence adduced by him we feel we cannot justify a charge 
of fraud. But the circumstances disclosed certain irregularities such as 
ante-dating and an omission to show the transfer in the books at the 
proper time; so we now confine our charge to tltat. 

If the matter had stood by itself we would have dropped it from con- 
sideration, but we feel that incidents of this kind serve to illustrate the 
casualness with which the funds of public companies were treated. In Uiis 
particular instance we have not been able to unfathom a fraudulent purpose; 
but the slackness and irregularity that we have unearthed show how easy it 
was to bring about large scale frauds in other matters. It exposes tlicir 
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system of book-keeping and shows the mental attitudes of those who were 
in charge of the books, and their indifference to veracity and strictness in 
matters of accounting. - 

The position is a curious one and we have not told the truth. 

Shanti Pd. Jain and S. N. Verma say that the value of the plant was 
not as great as Shanti Pd. Jain .had expected and so, according to Shanti 
Prasad Jain in his written statement, it was decided “soon after the purchase” 
that the purchase “should be treated” as having been purchased exclusively 
for AUenberry & Co. instead of the joint venture. 

He did not commit himself to anything more definite in tlie way of a 
date; “soon after the purchase” was all he was prepared to say. But he 
did go on to give a reason for the decision. 

He said, 

“Considerable amount was also necessary for the working capital 

. required for operating the said R-3A Plant. D. J. Air^vays was 
refused sanction for the issue of further capital to the extent of 
Rs. 3,00,00,000 for which D. J.' Airways had applied to the Examiner 
of Capita Issues on 17-10-46 (Ex. 101) for enabling D. J. Ainvays to 
finance the„ purchase of disposal vehicles purchased under the said 
• sale not dated 2/7 August 1942 (Ex. 92). Having regard to the 
aforesaid difficulties the matter had to be reconsidered in the light 
of these circumstances and it was felt that it was in the interest 
of both AUenberry and D. J. Airways that the said R-3A Plant should 
be treated as having been purchased exclusively by AUenberry.” 

Therefore it is clear that, according to Shanti Pd. Jain the decision to 
effect the change was taken after the Examiner of Capital Issues had turned 
down their applications for the issue of a further 300 lacs capital. 

The appUcation for this was made on 17-10-46, therefore, according 
to Shanti Pd. Jain the decision to effect the transfer was after 17-10-46 but 
before Nov./Dec. 1946 because, according to him, AUenberry opened an 
account with the Bharat Bank in the name of “AUenberry & Co. Ltd. (Recon- 
ditioning and Assembling Plant)”. 

Now, S. N. Verma (W. 50) gives us a totaUy different version. He says 
that the decision was taken then and there when the plant was purchased 
and that no time elapsed between the purchase on 28-8-46 (Ex. 93) and the 
decision to transfer it to AUenberry. The actual delivery of the plant was 
not make by the D. G, Disposals till October 1946, but, according to him, 
the decision about dig transfer was taken then and diere. 

He was asked, 

“What interval of time was there? — first it was joint property and 
then it became separate property.” 

He replied. 

There was no lapse of time. It was decided that the R-3A Plant 
should be sold to AUenberry^ this is on the same day. The same day 
when the sale note was received.” 
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He also said that he was the one who suggested to R. Dalmia Uiat 
Allenberry should take over the plant : 

“Immediately after the purchase of the R-3A Plant and after I had 
examined the plant in the company of our technical advisers I 
suggested to Mr. R. Dalmia that the purchase should be allocated 
entirely to Allenberrj’.” 

Then he said, in answer to a question of Mr, Shah asking whether his 
advice was accepted by the management, 

“Yes, my advice which was supported by Mr. Brown and tlie other 
technicians of our company was accepted by Mr. Dalmia.” 

Both these stories cannot be true. Either, one of these two gentlemen 
is not telling the truth or neither is disclosing the full facts. If S. N. Verma 
is telling the truth then it was wrong to pay the D. G. Disposals out of 
the joint venture funds and charge it to the joint venture account as late 
as 11-9-46. ' 

We are not impressed with Shanti Pd. Jain’s statement that an account 
was opened with the Bharat Bank in the name of Allenberry alone in Nov./ 
Dec. 1946. From first to last Allenberry had no separate joint venture 
account in any bank. It mixed all joint venture moneys with its own and 
merely kept a separate account in its own books. Allenberry would have 
worked the R-3A Plant in any case whether the ownership resided in the 
joint venture or in Allenberry alone; and, as the plant was not received 
from the D. G. Disposals till October, and as wc were told that it took 
time to get it into working shape, there is nothing improbable in Allenberry 
having opened a separate account for the R-3A Plant in Nov./Dec. 1946. 

Having seen what Shanti Pd. Jain and S. N. Verma had to say about 
the decision to transfer the plant to Allenberry we will now sec what the 
documentary evidence reveals. 

The earliest inkling that we get of the decision to treat the plant as the 
property of Allenberry is in Shital Pd. Jain’s letter (Ex. 259R) written to 
Shanti Pd. Jain on 31-12-46. 

After setting out that the payment was by D. J. Airways he said, 

“Sjt. R. Dalmiaji was of the opinion, however, that wc may keep the 
R-3A Plant In account oj Allenberry & Co." 

Then he continued, 

“The release letter from the Director General of Disposals, New 
Delhi, for that plant is also, however, in the joint names of Allenberry 
and Dalmia Jain Airways. Please, therefore, let me have your 
instructions if Allenberry, Dalmianagar, may credit Rs. 15 lacs in 
respect of this plant to Dalmia Jain Airways and debit automobile 
section Calcutta.” 

After this, a credit advice dated 1-1-47 for Rs. 2,93,16,250 lacs 
sent to the Bharat Bank (See Ex. 108). This was on the assumption that 
the R-3A Plant was still joint venture property and that D, J. Airways was 
to foot the bill. If the R-3A Plant had already been taken away by Allenberry 
the Rs. 2,93,16,250 would have been reduced to Rs. 2,85,66,250 lacs. 
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to 16-7-47, Shital Prasad Jain, writmg 

to J. M. Gupta, reminded him that half the cost of the R-3A Plant- wat 
payable by Ahenberry and half by D. J. Airways and told him to adjust his 


“arrange the entries accordingly.” 

Now Shital Prasad Jain could not have made the decision on his own 
We have seen from his letter of 31-12-46 (Ex. 259 R) ^vritten to Shanti 
Prpad Jam that he had heard about the decision to keep the plant as 
Allenberry s exclusive property and so wanted to know who was to pay for 
It. When therefore, he told J. M. Gupta on 16-7-47 (Ex. 106) that the 
two companies were told to pay for it half and half, it could only have been 
-on instructions received from Shanti Prasad Jain. We refer, in particular 
to the following statements made by S. N. Verma, 

(1) The accounting part of the joint venture was under the supervi- 
' sion of Shanti Prasad Jain; 

(2) “I do not think that- any directions that were given by Shital 
Prasad Jain would be followed at that time without reference to 
Shanti Prasad. Jain.” 

When therefore, we find that a reference was made, and when we find 
that Shital Prasad issued directiohs contrary to what would have been 
normal if the purchase was to be regarded as by AUenberrj' alone, it is 
reasonable to infer that the directions came from Shanti Prasad Jain. 

It also follows from this that whatever may have been the vague ideas 
floating through their minds at that time the actual decision to effectuate 
the transfer and pay for it, had not been reached by 16-7-47. We wish to 
.-stress that the transfer could not have been effected unilaterally by Shanti 
Prasad Jain expressing a wish to that effect. 

After receiving Shital Prasad Jain’s letter (Ex. 106) J. M. Gupta wrote 
to Shanti Prasad Jain on 22-7-47 (Ex. 107) and sent a copy to Shanti Prasad 
Jain. He said that D. J. Airways /lad already paid its half share in the 
total payable to the Director General of Disposals. The total included the 
Rs. 15 lacs for the R-3A Plant; and he added that he had brought this to 
the notice of R. Dalmia. Therefore, both Shanti Prasad Jain and R. Dalmia 
knew that this had been entered as a joint venture purchase in the accounts 
and that D. J. Airways had paid the money on 11-9-46; also that there had 
been no change in the- accounting position up to that date i.e. 22-7-47; also 
that J. M. ;Gupta, one of the directors of D. J. Arways, knew nothing about 
the transfer even as late as 22-7-47. 

We will digress for a moment to examine how a transfer can be effected 
and how it cannot. It could not be effected by the mere expression of a 
wish or desire by R. Dalmia who was not a director of cither company at 
that time. It is a mutual transaction. There has to be a transferor and a 
transferee and there has to be an outward and visible act signifying the 
mental intent; there must be some writing, or at the very least a symboheal 
handing over of possession. That can be evidenced in various ways. One 
of them could be an entry in the books of accounts; but whether that is the 
method selected or not a transfer of this magnitude would have to be entered 
in the accounts very shortly after it was made. 
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Now in the case of a company, only the directors can make the decision 
to sell. Shanti Prasad Jain and J. M. Gupta are the only persons who arc 
shown to have been associated with the purchase of the plant from the 
Director General of Disposals. But it is evident from the letter we have 
just quoted (Ex. 107) that J. M. Gupta knew nothing about the transfer 
though he was a director. 

But to get back to. the correspondence, Shital Prasad wrote to the 
Chief Accountant of the Bharat Bank on 26-9-47 (Ex. 116). He reminded 
the Chief Accountant that “previously” the idea had been to divide the cost 
of this plant (along with other things) half and half, and said, 

“but since then it has been decided by Sjt. S. P. Jain that the 
reconditioning plant may be solely kept in Allenberry as desired 
by Sjt. R. Dalmia.” 

Shital Prasad therefore directed the Chief Accountant of the Bharat 
Bank to correct his entries accordingly. 

Now when Shital Prasad Jain v/rote this letter (Ex. 116) on 26-9-47 and 
said that “since then” it has been decided etc. he must have had in mind 
the instructions which it is reasonable to assume he received in answer to 
his letter (Ex. 259R) dated 31-12-46, and also the letter that he wrote to 
J. M. Gupta on 16-7-47 (Ex. 106). Therefore, the decision that he speaks 
of must have been reached after 16-7-47 and before 26-9-47. That in turn 
means that the transfer had not been effected and reflected in the books 
up to 26-9-47. 

It is quite clear then that up to that date, 26-9-47, the transfer had not 
been reflected in any of the accounts either of the joint venture, or of 
D. J. Airways, or of Allenberry. 

We will now examine tlie stock position in the balance sheets. Wc find 
that this plant was .never recorded as part of the joint venture slock; and 
Shanti Prasad Jain relies on that to show that it was decided at a very 
early date not to treat the plant as joint venture property. 

The earliest docurqent that reflects tlic transfer is the audited balance 
sheet of Allenberry as on 31-12-46 signed on 10-12-47 (Ex. 250). This 
values the joint venture stock at Rs. 5,41,11,219-1-0. 

Now we know from Exs. 87, 89 and 92-94 that the total purchases on 
behalf of the joint venture up to 31-12-46 amounted to Rs. 5,86,32,500. 

The value of the Joint Venture Stock should therefore have been 
Rs. 5,56,11,219, that is to say, the price of the purchases, Rs. 5,86,32,500 
less the cost of sales, Rs. 30,21,281. (Ex. 58 and 250). 

But the balance sheet, Ex. 250, puts it at only Rs. 5,41,1 1,219. Tin's is 
the figure we reach if we exclude Rs. 15 lakhs from the earlier total. 

We reach the same position when we examine Ex. 32, the balance sheet 
of D. J. Ainvays, as at 30-6-47. This states that the stock in trade, 
at cost, of D. J. Airways in motor vehicles and spare parts (no mention 
of the R-3A Plant) value Rs. 2,85,660. Wc have seen that the total 
value of the purchases from the Director General of Disposal come to 
Rs. 5,86,32,500. If the price for the R-3A Plant (Rs. 15 lakhs) is excluded 
from that figure, then the balance becomes Rs. 5,71,32,500. D. J. Ainvays 
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-ta E?"!.” ^-*5.66,250; and that is tha figure shown 

Two points are therefore clear, 

(1) that the correspondence shovvs that down 26-9-47 the transfer 
had not been reflected in any books of account; 

(2) that the balance sheets show that the plant was never entered 
as part of the joint venture stock. 

These two sets of documents lead to contrary conclusions. That is one 
‘of the reason why we say the accounts were manipulated. - 

We will- now deal with the question of ante-dating. 

The books of D. J. Airways were destroyed when it was discovered that 
an investigation into the affairs of D. J. Airways was afoot. The books of 
the joint venture were kept by Allenberry, and Allenberry’s own books, 
including those of the joint venture; are still in existence. But, except for 
'those that were seized by the Special Police Establishment, the Commission 
has not been allowed access to the rest. However, such material as we 
have, shows that the books were manipulated and that the date of the transfer 
was ante-dated. If the rest of the books, which have not been shown to us 
or produced, had shown a different picture it is evident that they would have 
been produced. We are therefore justified in founh'ng on the basis of the 
■materials that is with us. 

We have already pointed out that a transfer of property belonging to a 
Jjublic company cannot be effected by the mere expression of a wish by 
R. Dalmia who was not a director of either company at that time; nor can 
it be effected by the concurrence in that wish by a single director who is 
himself personally interested and interested, in addition, as a director of tire 
transferee company; and indeed interested as the one who was in real, 
immediate and effective charge and control of the joint venture business of 
Allenberry. 

Shanti Prasad Jain said in the written statement that, 

“the decision was arrived at by mutual agreement. beUveen Alien- 
berry, and.... and Dalmia Jain Airways .... soon after the 

purchase and it was decided by mutual agreement 

between Allenberry and Dalmia Jain Airways. . . .that 

the said R-3A Plant should be treated as having been purchased 
by Allenberry instead of the said joint venture.” 

Shanti Prasad Jain and J. M. Gupta are the only directors of D. J. 
Airways who are shown to have been associated with the original purchase 
(Ex. 93). It is evident from J. M. Gupta’s letter dated 27-7-47 (Ex. 107) 
that the transfer had not been effected, up to 22-7-47 and that no entries 
had been made in the accounts reflecting the transfer; also that J. M. Gupta 
knew nothing about it. His evidence carried the matter no further. 

J. Dalmia was also a director, but neither he, nor Shanti Prasad Iain, 
say that he had anything to do with his deal; nor do they suggest that he 
represented D.. J. Amways; and in any case he was also interested as a 
member of the D. J. Group. 
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R. K. Jain was the only other director. Neither he, nor Shanti Prasad 
Jain say that he had anything to do with this deal or that he represented 
D. J. Airways. He said in his written statement, 

“1 deny all knowledge of the allegations regarding the transfer of the 
R-3A Plant and the ante-dating of the agreement relating to the 

transfer I had no hand in and was no party to the "transfer 

of the plant.” 

No evidence has been adduced to indicate the contrary. 

Issues Nos. 24 and 25 raised this matter specifically, so if either J. M. 
'Gupta or R. K. Jain had acted for D. J. Airways, Shanti Prasad Jain would 
have led evidence to show that; or at the very least would have said so 
liimself. 

We are therefore reduced to Shanti Prasad Jain acting on behalf of both 
•companies. This high sounding talk of “mutual agreement” therefore turns 
out to be nothing more than a smoke screen to hide the fact that Shanti 
Prasad Jain, acting for D, J. Airways, agreed with himself on behalf of 
Allenberry; a very convenient kind of “mutual agreement” when handling 
the moneys and properly of a public company. 

If this sort of thing is the inevitable result of group control as Mr. Misra 
said in another connection, then it seems to us that provision will have to 
he made for independent protection for such controlled companies. When 
it was argued that the same sort of thing had happened when the joint ven- 
ture was started and that no meeting of the Board of Directors was called 
to decide about the partnership, Mr. Misra said, what difTcrcncc would it 
have made whether a meeting was called or not; the conclusion would have 
heen the same. The directors would just have nodded their heads and would 
have done what R. Dalmia and Shanti Prasad Jain told them to do. That 
being the case, he said that they would obviously have gone through the 
farce of having a meeting if only to cover up their own tracks and to be 
able to use the meeting as a shield against possible criticism. But that is one 
■of the very abuses that we say has been taking place in the management of 
these companies. Even when the outward forms of the law arc observed 
they arc twisted and abused to accomplish improper ends. 

We have also seen that no transfer had been reflected in the account 
hooks down to 26-9-47; and yet we find that the plant was not entered as 
part of the stock of the joint venture in any of the balance sheets. 

The audited balance sheet of Allenberry as at 31-12-46 was signed by 
the auditors on 10-12-47 and that of D. J. Airways as at 30-6-47 (Ex. 32) 
was signed on 15-12-47. It is evident that the auditors could not have 
•signed and certified these balance sheets unless they had been shown entries 
Indicating a transfer in either of those two accounting periods. But, as the 
correspondence shows that there was nothing to indicate this in this accounts 
up to 26-9-47, which is outside both accounting periods, it must follow tliat 
the accounts had been manipulated some time between 26-9-47 and 10-12-47 
so as to show a transfer before 31-12-46. 

Shanti Prasad Jain relies on the balance sheets. But balance sheets arc 
Based on the accounts. If nothing else were known it would be proper to 
infer that the material for the conclusions that arc found in the balance 
sheets must have been present in the accounts: and we have no doubt tint 
at was when the auditors saw the accounts, otherwise they could not It.Ti’C 
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given the certificates Aat they did. But the other documents show that the 
materials must have been mserted in the books , after 26-9-47 to show an 
ante-dated transaction. As this is by no means an isolated instance of 
manipulation it is legitimate to draw adverse inferences when the books 
mat would have, revealed the whole picture have been deliberately kept away 


Shanti Prasad Jain tried to explain this way by saying, 

‘It must be remembered that Shri Shital Prasad was an accounts 
officer stationed at Dalmianagar, and he had no personal 
knowledge as to when and how it was decided that the said 
R"3A Plant should be treated as having been purchased exclu- 
sively by Allenberry instead of the said joint venture. The 

said decision was arrived at in Delhi when Shri Shital Prasad 
was not present and he did not know as to when and how the 
decision was arrived at.” 

This is a favourite excuse and is used whenever documents disclose 
unpleasant facts. What has not been explained is, 

(1) Why those who were in charge of the accounts were not told 
about a transfer of. this magnitude at the proper time, especially 
when Shanti Prasad Jain was supervising those very accounts; 

* (2) why Shanti Prasad Jain’s co-director, who was so closely linked 

up with the initial purchase from the Director General of Dis- 
posals, was kept in Ae dark, especially as he was also handOng 
some part of the accounts, as his letters show; and 

(3) why, when Shital Prasad Jain asked Shanti Prasad Jain on 
31-12-46 (Ex. 259R) whether Allenberry should pay D. J. 
Airways for the plant he was not told that of course that must 
be done, but was directed instead to carry on on the basis that 
the property was still joint venture property; in consequence 
of which he told J, M. Gupta as late as 16-9-47 (Ex. 106) to 
adjust his accounts on the basis that D. J. Ainvays and 
' Allenberry w^ere to pay for the plant half and half. 

For these reasons we are not satisfied with the explanation that Shanti 
Prasad Jain has given. 

There is one. other matter to which it will be necessary to refer. 

Shanti Prasad Jain relied on a speech that he made at the Annual 
General Meeting of the 'shardholders of Allenberry at Dalmianagar on 
27-2-47 (Ex. 188). He said there, 

“Your company is fortunate in having been able to get the most 
modem reconditioning plant which is the only one of its kind 
and it is claimed that there are only a few of its kind outside 
America. It has been added to the vast equipment owned by 
your company.” 

He said that this showed that the decision to treat the plant as 
Allenberry’s exclusive property was made before that date. 

We have also relied on that speech, and also on Shanti Prasad Jain’s 
letter Ex. 99, dated 12-7-46 to the Examiner of Capital Issues to prove the 



279 


great value of the plant and the impropriety of transferring it at cost to 
one of the partners. He had extolled the plant in high terms, and to the 
Examiner of Capital Issues he entered into working details to show how very 
valuable it was. Before the shareholders he spoke in more general terms but 
nevertheless he indicated its great value and said that it was a “most modem 
reconditioning plant.” Mr. Shah said that die speech was not to be taken 
seriously : it was just general pufSng. 

But apart from what Mr. Shah said, this is what Shanti Prasad Jain said 
of himself, 

“It must be remembered that the said speech .... was intended not 
only for the shareholders. . . .but also for the potential buyers 
of disposal vehicles and stores. .. .Under the circumstances it 
was natural that Shanti Prasad Jain should have used some 
highflown and exaggerated words in the said speech, and such 
language cannot be taken too literally. .. .it would be an 
exaggeration to say that the said R-3A Plant was die most 
modem reconditioning plant in Asia.” 

We take it that Shanti Prasad Jain’s view of commercial morality is that 
it is justifiable to give shareholders exaggerated and incorrect impressions 
about the value of their assets provided the intendon is that the words should 
reach a wider public. But this explanadon cannot apply to the cuologisdc 
terms in which the plant was extolled to the Examiner of Capital Issues. 
Anyway, what Shanti Prasad Jain said about the ownerslup of the plant is 
not borne out by the letters and by his own conduct. 

There is one other cridcism that we wish to make. It is proved, and 
was admitted by counsel in the arguments, that the transfer was made “at 
cost”. In view of Shanti Prasad Jain’s statement we felt that die plant was 
worth much more than the Rs. 15 lacks that D. J. Airways paid on behalf of 
the partnership. Wc felt therefore that there must have been some dis- 
honest motive in the ante-dating and the manipulations that wc have set out 
above, and that the modve was to make the partner pay, and then, when its 
trae value was discovered, to take it off the partner’s hands “at cost”, thus 
getting the benefit of the deal for Allenbcrry alone once the value of the 
plant had been proved. As wc have said, wc do not feel wc can justify such 
a charge after hearing Shanti Prasad Jain’s case. But, all the circumstances 
taken together leave an uneasy suspicion in our minds that all was not above 
board; nnd we feel that here again was a case where D. J. Airways should 
have been allowed independent advice, and that it was against honest com- 
mercial practice to have proceeded in this hole and corner manner by. 

(a) pretending that there had been “mutual agreement” when in 
fact there was none; 

(b) in publicly making misleading and untrue statements about the 
value of the property knowing that the statements were mislead- 
ing and untrue, for the purpose of misleading a gullible public 
and the Examiner' of Capital Issues; 

(c) in ante-dating and manipulating accounts; and 

>(d) In shotving auditors these manipulated accounts and thus 
inducing them to give incorrect certificates. 
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The persons responsible are R. Dalmia and Shanti Prasad Jain because, 
according to the evidence the accounts could not have been manipulated in 
this way without the knowledge and concurrence of Shanti Prasad Jain, and 
because R. Dalmia was in overall charge and there is evidence to . show tliat 
nothing could have been done without his knowledge and concurrence. 

The other directors are J. Dalmia, J, M. Gupta and R. K. Jain. None 
of them is shovm to have been directly concerned either with the transfer 
of the plant or with the ..ante-dating; nor have we any evidence to indicate 
that they knew anything about either. But they cannot escape tlieir 
responsibhity as directors. 

So far , as the ante-dating is concerned, if they did not know what was 
happening it would be unreasonable to hold that they ought to have known 
just because they were directors. That sort of thing could have been done 
without , their knowledge. They knew that Shanti Prasad Jain was in charge 
of the accounting section of the joint venture and that the joint venture was 
his special responsibility; and if, coupled .with that, they saw balance sheets 
certified by the auditors it would not be reasonable to expect them to suspect 
dishonesty or fraud and go deeper into the matter. 

But we are not able to take the same view of their responsibility in 
regard to tlie transfer, whenever it took place. That was a big matter and 
the plant was a large and costly one. One of their co-directors, the man in 
direct charge had publicly extolled the plant to the skies and had expatiated 
on its value. He may or may not have been right; but when it came to a case 
of letting a plant tliat had been publicly acclaimed as a most valuable asset 
go at cost price, it was their duty to have looked into the matter and to have 
decided for themselves whether that was proper. If, after enquiring into 
the' facts they had honestly, but not negligently, reached a womg conclusion, 
no blame would have attached to them. \^diere we think they failed in 
their duties as directors was in not keeping themselves informed about what 
was happening to such a very valuable item of their company’s assets; for. 
even if the .plant was not wortii more than Rs. 15 lacs that was paid 
for it, it was still a valuable piece of property. To that extent we feel tliey 
were negligent in the performance of their duties as directors. 

In our opinion it is a clear disregard of honest commercial practice to 
remain on as directors of a company and not to care or to know when 
property of tliis value is being transferred, and for \vhat price and whether 
the transfer is justified or not. 
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THE 2323 VEHICLES 

\Vc will now consider the case of the 2323 vehicles. 

These vehicles formed part of the joint venture stock. 'Flicy were 
bought from the Director General Disposals for the joint ^'cnturc and were 
paid for, along with the other disposal vehicles, by D. J. Airways out of its 
own funds, that is to say, though Allcnberry paid for the vehicles by cheques 
drawn on its own account, it recouped the money from D. J. Airways. 
Allenberry contributed nothing out of its own funds. Allcnberry then sokl 
these 2323 vehicles retail to various cu.stoms on various dates on behalf of 
the joint venture, but later, Allenberry made out that it had sold them 
on behalf of D.C.P.M., and made out a statement (Ex. 131) in favour 
of D.C.P.M. showing sales as at 31-12-47 for Rs. 1,02,62.705-1-6. A sum 
of Rs. 1,02,62,705-1-6 was transferred as of the same date from the joint 
venture sales account to that of D.C.P.M. in A]lcnbcrr 3 ''s books. 

These vehicles did not belong to D.C.P.M. They belonged to the joint 
venture; nor were they sold on behalf of D.C.P.M. Tliey were sold on 
behalf of the joint venture; but in order to make it appear that the 2323 
vehicles actually belonged to D.C.P.M. and were later sold on its account, 
the accounts were fraudulently manipulated. 

The fraud was effected in three stages. First, a fictitious sale bill 
(Ex, 130) showing a sale of 2323 vehicles to D.C.P.M. was forged and 
•ante-dated. That purported to transfer the ownership in the vehicles to 
D.C.P.M. as from 28-2-47. Next, the accounts were manipulated so as to 
show the transfer of the sale proceeds (received or receivable from the third 
parties to whom the vehicles had actually been sold) from the joint venture 
account to the account of D.C.P.M. These entries were also ante-dated. 
Then thirdly, the accounts were audited as manipulated and passed by easy 
going auditors. 

An indication of how the audits were made in some of the companies 
belonging to the D. J. Group can be seen from the following correspondence. 
The Dalmianagar D.C.P.M. accountant wrote to the head oflicc at Delhi 
on 23-3-49 (Ex. 363/P. 240) and said that certain vouchers were urgently 
required “as auditors are expected to come in a day or two”. 

The answer from Delhi given by S. N. Diidani on 5-4-49 (Ex. 363/P. 
239) was, 

“Your auditors should not bother very much about it, because they 
would be clearly giving in their report that Balance Sheet has 
been drawn in which are incorporated certified copies of the 
branches." 

This correspondence related to. one of the D.C.P.M. audits but the .same 
pattern is found in the audits of Allcnberry. of D. J. Airways and of the 
joint venture between Allcnberry and D. J. Airways. Tlic auditors neither 
saw nor asked for the original vouchers from the branches but were sati.Tic-.' 

2St 
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wth mere authenticated returns sent by the branches; and in the case of 
the joint venture (where AUenberry.did the actual selling and kept the* 
onginal vouchers) with a mere certificate from AUenberry. This is evident 
irom the lollowmg documents. 

Allen^rry had a number of branches but the audit was only at the head 
office m Calcutta. The auditors were Messrs. Khandelwal & Co. and their 
certificates in each of the following balance sheets were as below: 

“We have audited the Balance Sheets etc with the head office 

accounts and vouchers, in which are incorporated the certified 
returns from branches.” 

The Balance Sheets in which this certificate was given are 


Ex. No. 
84 
250 
63 
265 

65 

66 


As at 
30 - 6-46 
31 - 12-46 
30-647 
31-1247 
31-1248 
31-1249 


The auditors did not see the original vouchers etc. relating to the sales 
but only the authenticated returns sent in by the branch offices. 


The same pattern was followed in the case of the joint venture accounts. 
The sales were made by AUenberry at Calcutta but die audit was at the 
head office in Delhi. It was conducted by Messrs. Sodhbans & Co. Their 
certificates were to this effect, 


“We have audited the Profit and Loss account etc with the 

books, accounts and vouchers in which i: are incorporated 
certified returns of AUenberry.’^ 


This was the certificate given in the following audits: — 


Ex. No. 

58 

59 ', 

60 

61 


For half year ending 
31-1246 
30-647 
31-1247 
30-649 


• Sodhbans was questioned about this as W. 2. He admitted that his firm 
had not seen the original vouchers and that Exs. 58 to '61 were based 
“on the copies of the statements sent by AUenberry to D. J. Airways”. 

The same firm were the statutory auditors of D. J. Airways. The certi- 
ficates are incorporated in Exs. 32 to 35. The pattern is similar and 
Sodhbans admitted in the witness box that 


“The question of checking D. J. Airways accounts is confined to 
checking whether the statements supplied by AUenberry are 
copied in the books of D. J. Airways.” 

No wonder S. N. Dudani was airily able to tell the branch office 
accoimtant not to worry about such trifles as vouchers because the auditors 
would not want ffiem and would be satisfied with mere- statements. 


But to get back to the 2323 vehicles. Observe AUenberry’s practice 
regarding the sales of disposal vehicles. Observe first the general practice 
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because in the case of these 2323 vehicles there was a 'departure; the only 
mstance of such a departure in the whole of the joint venture period except 
in the case of another purported sale to D.C.P.M. on the same date of 
Pipeline and fittings; we will examine that under the heading “Drums & 
Pipe Section”. 

Allenberry’s practice was this. It kept physical possession of the entire 
joint venture stock including these 2323 vehicles. It was also in control 
of all the sales. Whenever it sold a disposal vehicle it debited the sale 
amount to the Customers’ account. This money did not go into a separate 
partnership account but went straight into Allenberry’s general account and 
all that the partner, D. J. Airways, got were credit entries in ledgers and so 
forth in Allenberry’s books. As these moneys were not separated off from 
Allenberry’s own funds and kept in a separate bank account, Allenbcny 
had the use of the money until it chose to hand it over to somebody else. 

Stripped of all frills what did this practice means? It meant first, that 
the D. J. Group secured cash from the shareholders of D. J. Ainvays when 
the shares were issued. The Group then used this cash through the 
instrumentality of Allenberry for purchasing these 2323 and other disposal 
vehicles; in other words, the cash was turned into something even more 
valuable namely, the vehicles. As soon as the vehicles were procured 
Allenberry kept them in its own possession. (The importance of this will 
be seen when we come to the winding up of the joint venture). Then, 
when it sold the vehicles from time to time to customs it again received cash 
from them in return, only more of it than before because the vehicles 
had been purchased at a cheap price and were sold for much more. Again, 
Allenberry kept this cash. 

And what did D. J. Airways get in return ? Just a few entries in some 
books of account. In the final accounting it amounted to verj’ little. All 
the way through the advantage went to Allenberry and D.C.P.M., and later to 
D. J. Aviation. In the case of the 2323 vehicles that we are now consider- 
ing the advantage was shared between Allenberry and D.C.P.M. 

Now it is wrong when one is in a fiduciary, dr a quasi fiduciary, position 
vis-a-vis one’s own partners to mix up one’s own money with that of the 
partnership. The proper course is to keep the two sets of moneys in separate 
bank accounts; or at the very least, when the sums arc not large, in separate 
safes or boxes. It is not enough to mix all tlic money up in one cash 
box or bank account and separate it only nationally by credit entries in 
books. This applies as much to partners who handle the funds of a partner- 
ship as it does to guardians who handle the moneys of their wards, to 
trustees, agents, bank’ managers, solicitors, la\yycrs and persons who have 
charge of other people's money. A partner is just as much in a fiduciaiy or 
quasi fiduciary position vis-a-vis his partners as any of these other persons 
in that partners have to be “just and faithful” to each other. Sec Section 9 
of the Indian Partnership Act, 1932. Allenberry did not even keep a 
separate set of books for the joint venture. It merely made entries of the 
sales in its own books. 

Now see how this transaction of the 2323,vchicles was treated. As wc 
have seen, the 2323 vehicles belonged to the joint venture and were sold 
by Allenberry between 28-2-47 and 31-12-47. The money that the 
customers paid went into the coffers of Allenberry and not into a separate 
joint venture bank account. But companies have to produce balance .sheets 


284 


and statements of account at some point of time. The way in which the 
accounts of these compam'es were made up and squared is revealed in a 
iett^ c^ted 3-5-51 (Ex. 268/20) written by the accountant of Allenberry 
N. C. Roy, to the head office at Delhi. It is true that this letter does not 
strictly bear on the present transaction (it will be considered separately 
elsewhere) but it illustrates how things were done in these companies. The 
Calcutta accountant, N. C. Ro}^. says, 

“We may however tr>' to analyse the account as far as possible and 
though there is every possibility of difference we can, if you' 
so , desire, manipulate and get this tallied with the fieures. 
appearing in the joint account, but it will take some time." . .” 

That was , just what was done here. The accounts were manipulated.. 
ITiere can be no doubt about that. The proof is overwhelming.' 

. D. N. Banerjee made a similar, suggestion to “manipulate” the accounts 
relating to the supposed sale of Drum and Pipe Line fittings valued at 
Rs. 52 lacs to D.C.P.M. on the same date. See his letter Ex. 413-A,. 
p. 1*35. He admitted in the witness box that by “manipulation” he meant 
that the accounts should be altered “so as to show a false appearance.” 

- > . ■» 

Shital Prasad Jain made a similar suggestion in another connection in 
his. letter Ex. 106 and again iii a letter Ex. 116. He said “arrange tlie 
entries, accordingly’’; but the context Of his letter shows that he meant the. 
same thing. So N. C. Roy’s suggestion was not mere accident. 

We. have already shown that the entire stock of disposal vehicles 
(including the 2323 vehicles with which we are noW concerned) was pur- 
chased from the Director General of Disposals for the joint venture andl 
was paid for with D. J. Airways money, that is to say, paid for in the first 
instance by Allenberry but recovered from D. J. Airways; so we need not 
go into that again. 

Allenberry was in charge of the sales and its normal practice was to- 
seU disposal vehicles from time to time on behalf of the joint venture and’ 
credit the receipts into a joint venture sales account. This practice was. 
followed in the case of these 2323 vehicles until the juggling with the 
accounts began. 

We will first show that tliese 2323 vehicles were sold in the normal way 
on behalf of the joint venture to third parties and that the sales were credited 
into tlie usual joint venture vehicles sales account. It was only after 
18-12-48 that the entries relating to the said transfer' of the sales from the 
Joint Venture to D.C.P.M. were -made in the books of the Joint Venture 
kept by Allenberry. 

The vehicles were at Calcutta and the main accounting was naturally 
done there because the Calcutta Office was the one that handed over physical 
possession of the vehicles as and when they were purchased by third parties; 
and the Calcutta Office received the money from them. 

The point to be noticed in the analysis that follows is that there is no 
trace of the transfer of these 2323 vehicles on 28-2-47 in the documents that 
we are about to analyse. That will prove that no such transfer ever took, 
place. 
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We will begin with the position on 3-4-47. When Allenberry and D. J. 
Airways jointly purchased the disposal vehicles from tlic Director General 
of Disposals they entered into an agreement to pay for them by instalments. 
On 2-4-47 Allenberry wrote to the Director General Disposals (E.x. 418) 
and said that they were not able to pay the March instalment and asked for 
easier terms. In support of their request they furnished the Director 
General with two statements to show. .that their sales had not come up to 
expectation. The first is dated 3-4-47 (Ex. 418). It showed the dilTcrcnt 
types of vehicles that had been sold and their sale proceeds; but it did not 
show the number of vehicles of each kind separately. That was rectified 
on 5-4-47 and a typewi.se classification showing separately the number of 
each kind sold was sent in. (Ex. 418/P. 27 to"^33). ' 

Now the 2323 vehicles that are supposed to have been sold to D.C.P.M. 
on 28-2-47 are set out lypewise in Ex. 130. A number of the kinds of 
vehicles mentioned in Ex. 130 are not to be found in the statement of 
5-4-47 (Ex. 418). That can only mean that the vehicles not mentioned in 
the statement had not been sold up to 5-4-47 because, according to the 
letter, the statement was Allenbcrry’s “latest statement of sales". " In any 
case, there can be no misunderstanding in the case of the vehicles that arc 
specifically mentioned in the statement. It contains a factual list of the 
number of vehicles of the kinds set out there that were sold up to 5-4-47 
and sets out the numbers typewisc. It will be enough for the moment to 
scrutinise the types of vehicles that arc common to the two lists. We gise 
a comparative statement below. 


Total saks Sale 
upto 3-4-47 supposed 
as di,sclo.scd to have been 
in state- made to 
ment sent D.C.P.M. 
to D.G.D. on 28-2-47 
E.\. 418 ns per 

liK. no 


Ambulance . . 

Commander Car 
Diamond T Dump . 

Dodge Truck 
G.M.C. Chassis 
G.M.C. Cargo Truck 
Jeep . .■ 

Personal Carrier 

Tot.m. .. 497 1.513 


It is evident from this tliat at least 1,016 vehicles of the kinds mentioned 
in the stotemeiu which arc supposed to have been sold to D.C.P.M. on 
28-2-47 had not been sold down to 5-4-47; and that is enough to shosv the 
falsity of Ex. 130. The statement of 5-4-47 was contemporaneous with 
the event and is not likely to be wrong. 

But there is more evidence than that. When the Director General of 
Disposals received the application of 3-4-47 asking for easier terms it 
acrccd to grant the reqncst but imposed certain conditions. One was tliat 
certain specified vehiclc.s held by the Joint Venture on 14-6-47 were to be 
mortgaged to Government. Tlic mortgagers (Allenberry and D. J. Airways) 


27 

30 

15 

70 

nd 

130 

nil 

120 

22 

25 

73 

12S 

340 

930 

20 

fO 


Types of vehicles common to the two lists 
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were given the right to sell them but only as the agent of Government and 
not on their own account. They were further directed to keep a separate 
account of the sales thus made to hold the sale proceeds as trustees for 
the benefit of Government. They were also directed to furnish monthly 
statements of (1) sales of the mortgaged vehicles, and (2) accounts for 
sales and expenses. These were to be maintained in a prescribed manner 
{See Ex. 425/P. 24 to 29). 

The monthly statements were furnished as required and they disclose 
the following (Ex. 423/P, 24, 28, 33, 37, 45 and 50). 


Month 




No. of 
vehicles 
sold 

Sale value 


July . . 




213 

Rs. 

12,05,215 0 

0 

August 




438 

13,98,794 4 

0 

September . . 




248 

13,85,052 8 

0 

October 

• • 



158 

6,24,603 4 

0 

November 

• • 
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16,16,945 14 

0 

Dumber 

• • 



494 

16,29,493 7 

3 




Total 

1,836 

78,60,104 5 

3 


This shows that 1,836 disposal vehicles were sold on behalf of Govern- 
ment for Rs. 78,60,104-5-3 in the half year ending 31-12-47. 

Now the following documents will show, either that the 2323 vehicles 
that are supposed to have been sold to D.C.P.M. were not sold, or that, 
despite the same, many of them were fraudulently .included in the 1,836 
vehicles that Government was told still belonged to AUenberry at the dates 
of the sales and were sold by AUenberry under the mortgage for and on 
behalf of Government. The documents will show conclusively that if as 
many as 2323 were sold to D.C.P.M. on 28-2-47 then AUenberry did not 
have as many as 1,836 to seU for and on behalf of Government. The 
evidence does not reveal that any fraud, was practised on Government under 
the mortgage, so the only rational' conclusion (especially when taken in 
conjunction with other facts) is that the fraud was perpetrated at a later date 
and took the shape, among other things, of inventing an imaginary transfer 
on 28-2-47 and ante-dating the document Ex. 130. 

We will start with the monthly stock statements that AUenberry, Calcutta, 
submitted month by month to its control office at Delhi {vide copies in the 
arbitrator’s records filed in the Court of District and Sessions Judge, Delhi, 
Ex. 425/P. 36). These statements were submitted between 3-2-47 and 
31 ^ 7 - 47 . They give the total stock of vehicles %vith Allenbeiry at the end 
of each of ffie months set out below. 


Last day of the month 






Stock 

Total sales 
during the 
month 

31-1-47 . . 





.. 


34,825 

— 

28-2-47 . . 


, , 



. . 


33,960 

865 

31-3-47 . . 





. . 

• 

32,653 

1,307 

30-4-47 . . 


, , 



. • 

« • 

31,589 

1,064 

31-5-47 . . 


, , 





31,410 

179 

30-6-47 . . 


•• 



•• 

■ • 

30,909 

501 
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The sales effected in any month are obtained by deducting the stock in 
hand at the end of any month from the stock in hand at the end of the 
previous month. It will be seen that in no case did the sales exceed 1,307 
in any month. It will also be obvious that the 2323 vehicles that are said 
to have been sold on 28-2-47 could not have been sold because the total 
sales effected in the month-ending 28-2-47 only came to 865 and those 
effected in the next month to only 1,307. Even if the sales of the two 
months are added together they only come to 2,172 and not to 2323. So 
it is clear that the supposed sale of the 2323 vehicles on 28-2-47 was not 
reflected in the Calcutta accounts (where the sale is said to have been made) 
down to at least 30-6-47 when the last of the statements was sent to the 
arbitrators. 

We next come to a letter (Ex. 392) dated 16-9-47 written by the 
Calcutta accountant of Allenberry, N. C. Roy, to Shital Prasad Jain at 
Delhi. It enclosed a statement of “Disposal vehicles sales from January 
to June 1947, typewise and monthwise” on (Ex. 393). 'Ihis gives a detailed 
statement of the sales of each kind of vehicle effected during tliat period 
month by month and depot by depot. Eleven depots are set out ranging 
from Lahore to Dibrugarh, Delhi, Nagpur, Lucknow, Patna, Calcutta, 
Madras, Bombay etc. The statement was prepared long after 30-6-47 and 
gives the total sales effected at all the eleven depots during that half year 
as Rs. 1,93,17,021. This statement does not include the Rs. 47,19,800 
for the 2323 vehicles supposed to have been sold to D.C.P.M. on 27-2-47. 

It will be necessary to explain how that is established. Tlic proof is to 
be found in their own documents in three ways. First there is the audited 
statement of the profit and loss account of the joint venture for lire half 
year ending 30-6-47 (Ex. 59). The certificate is shown to have been 
signed on 10-12-47. This placed the total sale of the disposal vehicles at 
Rs, 1,89,14,204-1-6. 

There is a discrepancy of Rs. 4,02,816-14-6 between this statement and 
the typewise/monthwise statement. We will deal with that later. At the 
moment we will concentrate on the Rs. 1,89,204-1-6. 

Next we find that the Delhi Office asked the Calcutta accountant of 
Allenberry, N. C. Roy, to furnish certain information about the sales of the 
disposal vehicles for each of four half years, including the half year ending 
30-6-47. On 15-9-48, Roy gave the figure standing in his books namely, 
Rs, 1,89,14,204-1-6. This figure, for the half year ending 30-6-47, is the 
same as the one in the Audited Joint Venture accounts namely, 
Rs. 1,89,14,204-1-6 (Ex. 59). Roy’s letter is Ex. 404. 

Then thirdly, we have a letter dated 2-9-49 written by N. C. Roy to 
Shital Prasad Jain, the head accountant in Delhi. Tliis letter enclosed a 
statement of account which also showed that the disposal vehicles sales for 
the half year ending 30-6-47 was Rs. 1,89,14,204 (Ex. 267, P. 6). 

We therefore have agreement about the figure from three different 
sources, from dates ranging from 10-12-47 through 15-9-48 down to 2-9-49; 
and one of them is after a certified audit. All agree that the total sale of 
disposal vehicles in that half year was Rs. 1,89,14,204-1-6. 
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.sdniittcd tfaEt tfiis fi&iirc of i 520 ia oh/i 1 _i 

ow?dok*Sf 

crediting the sate to the joint venture sales account, as vral done 
case of every other disposal vehicle sale, the sale was credited to ^ 

account of the Joint Venture in Allenberrv’s Boob*; Ac ^ 

this and the Rs. 52 lakhs tonsferred from the Drums and Pipeline^ accounts’ 
are the otily cases m which that was done during the whole of the joint 

fi! on 28-2-47 then it was in addition to the sales shown in 

statements 1948 and 
; Therefore, if Ex. 130 is a genuine document, the 
total sales in the half year m question would be Rs. 2,3.6,35,004-1-6, diat 

IS 

Rs. 1,89,14,204 1 6 ® . 

Plus Rs. 47,19,800 0 0 


Rs. 2,36,34,004 1 6 ' 

fte typewise/monthwise Statement of sales made by each depot 
(Ex. 393) (furnished in September 1947) the total sales of all combined 
-only come to Rs. 1,93,17,021.. Even if it be accepted that there were some 
sales m this statement outside the sales of Rs. 1,89,14,204 shown in the 
other statements all it means is that sales of Rs, 4,02,817 were effected in 
that year over and beyond the Rs. 1,89,14,204. What is certain is tliat 
the additional sales, if any, were not as large as Rs, 47,19,800 and that there- 
fore the sale of the 2323 vehicles is not reflected in any of N. C. Roy’s 
statements iior it is reflected in the audited accounts of the Joint Venture, 

But there is even'more to be gathered from N. C. Roy’s typewise/ 
monthwise statement of 16-9-47 (Ex. 293). The statement sets out the 
number of vehicles sold typewise.- We will now compare the vehicles fliat 
are mentioned in this statement with the vehicles of those types that are 
said to have been sold on 28-2-47. The comparison shows the following : 


Types sold 


Sales as per 
statement 
(Ex. 393) • 

Sales as per 
Ex. 130 

■Cargo Trailers (1 ton & 21 tons) 



107 

250 

Diamond T. Dump 


33 

130 

Personnel Carrier ... . . 


60 

80 

Semi Trailer. ..■ 

. . . * • 

19 

60 

Tractory Whites 



nil 

35 



219 

555 


Here again there is a large discrepancy showing conclusively that the 
sale of the 2323 vehicles is not reflected in any of N. C. Roy’s Statements of 
accounts down to 16-9-47. 


We Avill now pass on to another set of documents, namely, the various 
Trial Balances and accounts of (a) Allenberry, (b) the joint venture and 
(c) D.C.P.M. In a proper accounting the final statement of accounts that 
appears in the audited balance sheets and profit and loss accounts arc based 
on fliese documents. 

We will start with the Provisioiial Trial Balance of Allenbeny, Calcutta, 
.as on 31-12-1947 (Ex. 416). This shows that the mml ‘Disposal Vehicles 
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sales” made by Allenbeny in that half year amounted to Rs. 1,22,68,492. 
We do not know when this Trial Balance was prepared but it was obviously 
after the close of the half year and not before, that is, it was prepared after 
28-2-1947 and so should have reflected the sale said to have been made 
on that date. But we find that it does not. In addition to the sales shown 
above it shows an item of Rs. 22,16,275 as* the total selling expenses on 
account of the aforesaid disposal vehicles sales made in that half year. 

Next we come to the Provisional Joint Venture account for the half year 
ending 31-12-1947 (Ex. 269 p. 7). This shows that the total sales amounted 
to Rs. 1,26,06,393. Here again, we do not know the date of tliis document 
but it appears to have been cast after Alienberry’s Provisional Trial Balance 
because there is a discrepancy of Rs. 3,37,901 between the two statements 
and the figure given in the Provisional Joint Venture account appears to 
have been accepted as correct and used as the basis for the figures given 
in the audited statement of accounts for the joint venture as on 31-12-1947 
(Ex. 60) and also in Allenberry’s Trial Balance as at 31-12-1947 (Ex. 415). 
But whether the Provisional Joint Venture statement was prepared before 
or after the Provisional Trial Balance it was obviously prepared after 
31-12-1947 so, whichever figure is taken, it shows that the total sales came 
to at least Rs. 1,22,69,492. 

The corresponding total selling expenses shown in this statement (Ex. 
269 p. 7) come to Rs. 36,06,673. 

Next comes the Trial Balance of Allenbcrry, Calcutta, as at 31-12-1947 
(Ex. 415). Again, we do not know when it was prepared but it must liavc 
been after the Provisional Trial Balance and the Provisional Joint Venture 
account. TTiis shows a sum of Rs. 1,35,80,620 to the credit of the joint 
venture. 

The figure of Rs. 1,35,80,620 is reached as shown below. Tlic Provi- 
sional Joint Venture account (Ex. 269 p. 7) shows the following : — 

Rs. 

Disposal Vehicles sales 1,26,06,395 

Stores sales . . • ■ • • • • • - • ■ • ■ • ■ • • 45,80,900 

1,71,87,293 

Less the selling expenses 36,06,6/3 

1.35.80.6:0 

The difference gives tlie figure Rs. 1,35,80,620. Tltcrcforc, it is clear that 
the Rs. 1,35,80,620 is based on the fact that the total sales effected by 
Allcnbcrrv on behalf of the joint venture in the half year came to 
Rs. 1,26,06,393. 

Next wc come to the Final Provisional account of the Joint Vcniure for 
the half year ending 31-12-1947. This also shows tiiat tlic sales effected 
on behalf of the Joint Venture came to Rs. 1.26,06,393 (Ex. 269 p. 6). 
Tliis statement was forwarded from Calcutta to Delhi with a covering letter, 
dated 17-11-1948 (Ex. 296/6). It is. therefore, clear that down to 
17-11-1948 it was accepted that tlic joint venture accounts had a sum of 
Rs. 1,26,06,393 on account of disposal vehicles sold on behalf of the Joint 
Venture during the half year ending 31-12-1947. 



These documents, also show that the selling and depot expenses lot those 
sales were charged ta the joint venture, which means that the sales had 
been effected on behalf of the jomt venture and not on behalf of some third 
party. 


Now the position showii "in the Trial Balances etc. that we have 
examined above was accepted as correct right down to 18-12-1948. First 
we have the fact that the Final Provisional Joint Account as at 31-12-1947 
(Ex. 269 p. 6) was forwarded from Calcutta to Delhi on 17-11-1948 and 
that the Delhi Office made some comments on it in a letter, dated 3-12-1948 
(Ex, 379 p. 3); but they did not chffilenge the figures for the selling and 
depot expenses on account of the disposal vehicles. Haose expenses relate 
to the entire disposal vehicles sales made by AUenberry in that half year 
and they were charged to the Joint venture. 

Then oh 18-12-1948 the Calcutta accountant, N. C, Roy, sent an 
analysis of the Joint venture accounts for the next half year (ending 
30-6-1948) .to Delhi and he pointed out that. the balance standing to the 
credit of the Joint venture was the same as in the previous half year, namely, 
Rs. 1,35,80,620-14-0 (Ex. 278). As we have seen, this is the balance shown 
in the Provisional Joint Venture account (Ex. 269 p. 7) as at 31-12-1947 
and is based on a, figure of Rs. 1,26,06,393 for the total sales of disposal 
vehicles effected by AUenberry on behalf of the Joint venture for the half 
year ending 31-12-1947. 

Now some of the Joint venture vehicles were mortgaged with government 
and the statement submitted to government (Ex, 423) shows that the sales 
of the mortgaged vehicles amounted to Rs. 78,60,104-5-3. • It follows that, 
if the total sale's in that half year came to Rs. 1,26,06,393, and if, out of 
them, Rs, 78,60,104-5-3 were mortgaged vehicles and were sold on behalf 
of government, then only Rs. 47,46,288-9-9 non-mortgaged vehicles could 
have been sold^ by AUenberry during the half year in question and not the 
Rs. l,02,62,70$-l-6 .mentioned in Ex. 131. 


The reason is this. If 2323 vehicles were sold to D.C.P.M. on 28-2-1947, 
as they are supposed to have been according to Ex. 130, and if, later, these 
vehicles were sold by AUenberry on behalf of D.C.P.M. for 
Rs. 1,02,62,750-1-6, as Ex. 131 says they were, then, assuming that 
government was not cheated, AUenberry’s total sales in that half year 
outside the mortgage would have been at least Rs. 1,02,62,750-5-6 and not 
the mere Rs., 47,46,288-9-9 that the documents referred to above disclose. 
This is where the fraud comes in. 

Section 131 of the Indian Companies Act, 1913 required that a balance 
sheet and a profit and loss account should be laid before the company at a 
general meeting within a specified time. The balance sheets of AUenberry, 
for the half year ending 31-12-19.47 and of D. J. Aimays and D.C.P.M. 
for the years ending 30-6-1948 and 29-2-1948 had not been submitted by 
September, 1948 and the time limits for the submission of the statements 
in respect of each of these companies was fast approaching. Income-tax 
returns also had to be filed and the Income Tax Officers would want parti- 
culars and details. By about June, 1948 R. Dalmia and those in charge at 
that date, were in a position to Imow how the finances of each of these 
companies stood at the end of 1947, that is, as on 31-12-1947, 
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They found that AUenberry and D. J, Airways had made large profits 
whereas D.C.P.M. had run into loss. If the true state of affairs had been 
disclosed then, (1) th^ shareholders of D. J. Airways would have benefited 
through the company, by about Rs. 7,48,673 because of the profits made 
by AUenberry and D. J. Ainvays in the Joint Venture, and (2) about 
Rs. 3,51,975 extra would have had to be paid to Government in the shape 
of income-tax. It was, therefore, decided to mam'pulate the accounts and 
transfer a sum of Rs. 1,02,62,705 from the joint venture accounts to 
D.C.P.M. and thus reduce the profits of the joint venture and minimise the 
loss of D.C.P.M. In this way R. Dalmia and concerns under his control 
benefited to the extent of Rs. 7,48,673 against the shareholders of D. J. 
Airways and to the extent of Rs. 3,51,975 against Government. The figure 
of Rs. 7,48,673 does not take into consideration the income-tax that would 
have been payable by AUenberry. The scheme that was devised was this. 

First, it was decided to show a fictitious sale of 2323 joint venture 
vehicles to D.C.P.M. on 28-2-1947 and ante-date the accounts and forge 
documents accordingly. The sale was made “at cost” so that the joint 
venture (which in turn meant the shareholders of D. J. Airways) would get 
nothing out of it. As we have seen, the vehicles were bought at a cheap 
rate so a transfer to a third party at cost gave the third party (in tliis case 
D.C.P.M.) all the advantage of the original bargain. In any case, Uic fact 
remains that the 2323 vehicles that are supposed to have been sold to 
D.C.P.M. for Rs. 47,19,800 (the cost price according to Ex. 130) were 
re-sold within the next ten months, supposedly on behalf of D.C.P.M. for 
Rs. 1,02,62,705-1-6. The profit from these sales were accordingly given to 
D.C.P.M. and the joint venture got nothing, which in turn meant Uiat the 
shareholders of D. J. Airways were deprived of their half share in these 
profits. The loss to the shareholders works out to about Rs. 7,48,673. Tiic 
advantage went to D.C.P.M. and through it to R. Dalmia. 

This decision naturally caused difficulties because it meant manipulating 
and altering a number of interrelated accounts and other entries; and now 
we wiU deal with the documents that reveal this process. The documents 
that we have analysed so far show that right down to 18-12-1948 Allenbcrr>’’s 
Calcutta Office (the office that had physical possession of the disposal 
vehicles and which did the actual selling) treated the sales as having been 
made on behalj of the joint venture and credited the sale proceeds to the 
joint venture account and debited the joint venture with tlic corresponding 
selling and depot expenses. Even the audited accounts of tlic Joint Venture 
as on 30-6-1947 (Ex. 59), which were shown as certified on 10-12-1947, 
do not reflect the supposed sale of 28-2-1947. 

We have not got all the correspondence but this much can be gathered 
from what we have got. It seems that some sort of decision to juggle with 
the accounts was reached round about June, 1947 because S'hital Prasad 
Jain OTOte to S. L. Verraa (the Chief Accountant of tlic Bharat Bank. Delhi) 
on 26-9-1947 (Ex. 116) and reminded him that R. Dalmia had desired in 
the first week of June, 1947 that the profits in the Disposal Vehicles joint 
venture business should be taken as Rs. 25 lacs, but he pointed out certain 
difficulties and concluded : 

“You may please sec whether the net profit of Rs. -25 lacs from 
Disposal Vehicles business is to be maintained as such or some 
amount is to be taken to lease Rs. 15 lacs net profit in Dalmia 



Jain Ainvays, and whatever may be decided by Sit R K 
Dalmia an entry may provisionally be made for that by you' 
under advice to usMfidM^e sholl ovroftge our hccouut uccorditi^lv 

He also said, . ' ’ ' ’ ■ ' - ' ; 

“H..D. Bishnoi and I are both of the opinion that even if Allenherrv 
is not in a position to send their statement of profit and his 
account in joint business for half years ended 31-12-1956 and 

30-6-1947, your work should not super ,We 

‘ . shall work out the details to arrive at a certain result, the result 
being already decided." 

This filtered down to N. C.^Roy at Calcutta and it seems that as late 
as 5-7-1948 (Ex. 391 p. 100) they were sdll debating about how to jueeic 
the joint venture accounts as on 30-6-1947 in Allenberry’s books. 

-The letter (Ex. 1 16) also shows that though the pro forma Balance Sheet 
or the Trial Balance of the Joint Venture accounts for the half year with 
which we are concerned was urgently required in a court case they were in 
fix and could not supply it, the , figure of Rs. 16,96,000 shown in the 
audited Joint Venture account (Ex. 59) seems to have been a compromise 
between the Rs. 25. lacs suggested by R. Dalmia in the first week of June 
and the modification suggested by Shital Prasad Jain in his letter, dated 
26-9-1947 (Ex. 116). Anyway, the profit was fixed at Rs. 16,96,000 and 
the auditor has- purported to certify this figure as on 10-12-1947 (Ex. 59). 
That made difficulties for N. C, Roy who was preparing Allenberry’s 
accounts. He was told by Shital Prasad Jain on 7-6-1948 (Ex. 391 p. 16*9) 
that ; 

. “You would also remember that we had advised half profits for this 
half year to Dalmia Jain Aifvvays as Rs. 8,48,000 and we have 
to mamtain that." 

N. C. Roy pointed out (Ex. 391 p. 100) that if the profits of the Joint 
Venture had to be maintained at Rs. 16,96,000 then Allenberry’s accounts 
would require manipulation and he made some supestions about the way 
in which that could be done. He sent in two alternative statements and asked 
Shital Prasad either to choose one of them or make his own suggestion.s. 
Both of N. C. Roy’s proposals meant juggling with the figures in Allenberr}’ s 
accounts. . 

Anyway, these letters show that the desire to juggle with the accounts in 
order to show a predetermined profit in the various Balance Sheets and 
Profit and Loss account was very much in their minds at that time, that is, 
in June and July 1948. 

Now we come back to the 2323 vehicles. It is -not possible^ to say 
exactly when the decision to , effectuate the fraud we are considering was 
reached but there seems to have been some bungling at the start because full 
and proper directions do not appear to have been issued all down the line 
with the result that those who had not been told about the fraud went on 
preparing tlieir accounts in the usual way ignoring the sale of 28-2-1947 
about which they knew nothing. 

The earliest hint that we have about this transfer is in a Jetter, dated 
25-5-1948 from Shital Prasad Jain at Delhi to H. D. Bishnoi at Dalmia- 
nagar (Ex. 363 p. 394). It seems that Dalmianagar had been pressing 
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;for a statement from Delhi and .that Delhi was not able to give it. so 
Shital Prasad Jain wrote apoiogcticali 3 ' from Delhi and said, 

“I am sure you must be remembering the circumstances of the entrv 
as also hinted in my letter fo Sjt. S. P. Jain." 

•and he added, 

“You will appreciate that I cannot get any statement prepared or 
proceed in the matter here because ail relative affairs are at 
Calcutta.” 

We do not know* what the “entry” or what the “hints” referred to are 
but it seems from the next letter (Ex. 363 p. 393) that they relate to a?i 
■entry of Rs. 99,19,800, In any case, if this docs not refer to that entry 
then we do not hear of the transfer till even later. 

The next letter tliat we have is dated 15-6-1948 (E.\'. 363 p. 393). It 

is written by H. D. Bishnoi at Dalmianagar to Shanti Prasad Jain. It says 
shat, 

“An entry was made in D.C.P,M. books in Dalmianagar branch on 
28-2-1947 for Rs. 99,19,800 being cost of pipelines and fittings 
purchased from Allenberry. T/iese goods are being sold by 
AUenberry but we have not received any account statement from 
them and therefore no entry could be made in the D.C.P.M. 
books.” 

“As D.C.P.M, books arc to be closed shortly I would request you 
kindly to direct Allenberry, Calcutta to send the relative state- 
ments and also let me know if we have to give any percentage of 
Commission to Allenberry for this sale." 

Sha'nti Prasad Jain forwarded this letter to R. Dalmiu on I9-6-I948 
'(Ex. 363 p. 392) and said, 

“Please get necessary instructions fonvarded to Hariduttji in the 
matter,” (Hariduttji is H. D. Bishnoi), 

Tltc next that we hear about tlic matter is in a letter, dated 27~l-l9i9 
written from the Dalmianagar Office to Shital Prasad Jain in Delhi (Ex, 
363 p. 301). It seems that the D.C.P.M. Dalmianagar Office was again 
pressing for the final trial balance and that Delhi wanted a debit advice, 
dated 28-2-1947 for the Rs. 99,19,800. Dalmian-'car say.s in this letter that 
the advice had been sent. The letter shows tliat the Rs. 99,19,800 was 
made up of ; 

Rs. 52,00,000 on account of pipelines & fittings, and Rs. 47,19,800 
on account of vehicles stock. 

Now- the Rs, 52,00,000 was also an ante-dated fraud, but we will dc.al 
with that in another place. For the moment wc will conccntmtc on the 
Rs. 47,19,800 that relates to the Disposal Vehicles stock that is supposed 
to have been sold to D.C.P.M. on 2S-2-1947 for (his sum {E,x. 130). 

The following facts emerge from llic correspondence that wc b.avc just 
referred to, 

(1) Tliat as late as December or January 1949 Delhi was pressing for 
a debit advice from D.C.P.M. regarding the purchase that D.C.P.M- is 
supposed to have made on 28-2-1947: 
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f as late as 15-6-1948 D.C.P.M. had not received any statement 

of sales of the 2323 vehicles that Allenberxy is said to have made on 
therefore none of these sales were reflected in the 
p.^.P.M, boofe; and yet the transfer of the sale proceeds is said to have 
^ ^ lump sum on 31-12-1947 according to Ex. 131. The 
p.C.P.M. year ended on '29-2-1948 so a transfer of Rs. 1,02,62,705-1-6 
if it had really been made on 31-12-1947, ought to have appeared in the 
books long before the letter of 15-6-1948 was written. 


Even if D.C.P.M. had_ no record of the individual sales said to have 
been made on its behalf it would certainly have had a record of the 
Rs. 1,02,62,705-1-6 said to have been transferred to it on 31-12-1947 on 
account of these sales; 


(3) They were still debating on 15-6-1948 whether AUenberry should 
be paid commission for the sale effected before 31-12-1947, which of course 
means that there were no entries in the books of AUenberry about this up 
to 18-12-1948. . , ^ 

Now we have already seen that right down to 18-12-1948 the Calcutta 
accounts of AUenberry and the audited accounts of the Joint Venture, as 
weU as the Trial Balances and so forth of the joint venture, aU ignore the 
supposed sale to D.C.P.M. on 28-2-1947. , We wiU now examine how the 
sales that AUenberry did effect were treated. 

There is no doubt that AUenberry went on selling disposal vehicles up to 
31-12-1947; and there can be no doubt that the 2323 vehicles referred 
to in Ex. 131 were sold in the ordinary course along with a number of 
others. But the records show that the s^e proceeds aU went into the joint 
venture sales account and not into the account of D.C.P.M. The selling 
expenses and the depot expenses were also charged to the joint venture. 
D.C.P.M. paid nothing up to 31-12-1947. 

There are a number of documents that establish this to the hilt but we 
need not enlarge on this because Allenberry's records show that the sale 
proceeds amounting to Rs. 1,02,62,705 and Rs. 14,47,065 on account of 
the Depot expenses and Rs. 12,90,279 on account of Selling expense as 
of that date were transferred from the joint venture account to that of 
D.C.P.M. That in itself is enough to establish that the sale proceeds for 
these 2323 vehicles were credited to the joint venture sales account as and 
when the sales were made and not to the account of D.C.P.M. and that the 
proceeds were transferred to D.C.P.M. in a lump sum from the joint venture 
account at a later date. It also establishes that the jpint venture was debited 
with the selling expenses and the depot expenses and not D.C.P.M. ; and 
that can only mean that the sales, when made, were made on behalf of the 
joint venture. The following documents will also bear this out. 

We have already referred to AUenberry’s Trial Balance as at 31-12-1947 
(Ex. 415) which shows that the joint account had Rs. 1,35,80,620 to its 
credit on 31-12-19417; and we have explained that that figure includ^ 
disposal vehicles sales of Rs. 1,26,06,323. We have also sho^ 

Roy intimated to Shital Prasad Jain in his letter, dated 18-12-1948 {Bx. 
378) that Rs. 1,35,80,620 was the ^ount standing to the credit of the 
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joint venture on 31-12-1947. A letter of N. C. Roy (Ex. 268/23), dated 
1-5-1951 says, 

“Our book shows Disposal Vehicles sales Rs. 1,26,06,393-3-6 out 
of which Rs. 1,02,62,705-1-6 have been transferred to M/s. 
D.C.P.M. leaving 23,43,688-2-0 only in the joint venture 
account.” 

Therefore, it is clear that the sale proceeds of these 2323 vehicles 
amounting to Rs. 1,02,62,705-1-6 were originally credited to the joint venture 
account and then transferred to D.C.P.M. in a lump sum as on 31-12-1947. 
It is also clear that down to 18-12-1948 Allenberry’s books and the joint 
venture books both these showed a sum of Rs. 1,26,06,323 standing to the 
credit of the joint venture on 31-12-1947 on account of the joint venture 
sales. 

It is also clear from N. C. Roy’s letter, dated 29-8-1950 (Ex. 254) that 
right down to that date there was no entry whatever eitlrer in A lien berry'.'; 
books or the joint venture books about this transaction because N. C. Roy 
says in that letter : 

“there is no entry whatsoever in our books for this transaction.” 

But by 1-5-1951 the books had been altered to show a balance of only 
Rs. 23,43,688-2-0 to the credit of the joint venture instead of the original 
figure. Ibis was because of the transfer of Rs. 1,02,62,705-1-6 that is 
supposed to have been made on 31-12-1947. Hie ante-dating of tlic entry 
is clear. 

The ante-dating naturally created a number of difficulties and they were 
felt as late as May 1951. N. C. Roy pointed out one of them in his letter 
dated 1-5-1957 (Ex. 268/23). An income-tax case was pending at Dacca 
and the income-tax authorities wanted audited statements, but the auditors 
said that they could not certify the joint venture accounts without checking 
up the details, and N. C. Roy pointed out that the difficulty arose Irccausc 
of this transfer of Rs. 1,02,62,705-1-6 along with the corresponding selling 
and depot expenses “in the second half of 1 947”. So Roy asked Sharma at 
Delhi, 

“We therefore, seek your guidance as to how to prepare these .state- 
ment Branchwise and Dcpobvisc. As it is not feasible now to 
prepare the statements branchwise in support of our joint 
venture account, wc suggest preparing the same for the whole 
expenses and sale and showing the transferred amount at the 
bottom." 

But even this device had its dangers as Roy foresaw, and he warned Delhi. 

“In this case also wc feel the question may be raised why the 
amounts have been transferred and wc should he prepared with 
our reply also." 

Then Roy said, 

“In view of the above difficulties, wc arc afraid, we cannot produce 
our books, viz., Sub-Ledgers of Disposal Vchidc.s sale and 
Disposal Vehicles Selling expenses ” 
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He concluded, 

“If you think it expedient you may talk with Mr. Khandelwal over 
the phone and necessary advice may be given to him.” 

Khandelwal was the auditor. 

This letter contains a frank reason why Allenberry’s books could not 
be produced and shown to the Income Tax authorities. It must be for the 
same reason that the account books have hot been produced before us. No 
books of any value (except those that were seized and those that Shanti 
Prasad Jain and J, Dalmia wanted in proof of Their case about partition) 
have been produced; nor have we been allowed to inspect them. AUenbeny’s 
books for the Joint Venture at least are in existence; but they are said to 
be in Pakistan. asked for their production. That was refused. We then 
asked for permission to inspect them in situ. That was also not allowed. 
N. C. Roy’s letter quoted above shows why. 

We will now pass on to the ante-dated documents and vnll examine them. 
We will begin with the ones that were fraudulently prepared to reflect a sale 
to D.C.P.M. of 2323 vehicles on 28-2-1947. 

The first is the sale bill Ex. 130. It has three unusual features. The 
first is that it does not bear a serial number whereas other sale bills do. The 
second is that the bill only show's the numbers of each kind of vehicle sold 
but not either the selling rate or the total price for which each type w'as 
sold. The absence of such details is unusual in a sale bill. In any case it is 
impossible to ascertain from this bill how the figure of Rs. 47,19,800 was 
reached. The third unusual feature is this. The bill bears the Delhi address, 
of Mlenberry and is signed by Shital Prasad Jain as Head Accountant but 
it is made out in the name of Allenberry, Dalmianagar against the Dalmia- 
nagar office of D.C.P.M. 

From there we pass on to another unusual feature. If the sale had 
been made in the normal course the proceeds would have been entered in 
the disposal vehicles sales account. Every other sale was entered in that 
account both before and after 28-2-47. . T/iis was the only exception. In 
this case the Rs. 47,19,800 was credited to the joint venture stock account 
(Ex. 254). 

Contrast this with the sales of these same vehicles when they were sold 
to third parties after 28-2-47, supposedly on D.C.P.M.’s account. Those 
sales were credited to the joint venture sales account in the same way as 
every.- other sale of disposal vehicles. They were not credited into cither 
the stock account or the account of D.C.P.M. 

Therefore, aside from the absence of a serial number in Ex. 130, we 
find that the supposed sale from the joint venture to D.C.P.M. on 28-2-47 
was entered in the stock account instead of the sales account and this is the 
only time that that happened; and yet the sales made' after this, when the 
vehicles no longer belonged to tlic joint venture if their story is tme, w'erc 
credited in the normal way into the joint venture sales account just as if 
they were still joint venture vehicles. Such entries would have been most 
abnormal if these really had been made on 28-2-47. If follows that there 
w'as no sale on that date. , 

The reason why the supposed sale 28-2-47 was credited to the stock 
account was this. 
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It is proved by a number of documents that the normal practice was 
•to credit the sales to the joint venture sales account. See Exs. 250, 63. 
265 and 65. These are the audited accounts of Allenberry for the half 
years ending 31-12-46, 30-6-47, 31-12-47 and the year ending 31-12-48. 

The only departure was in this case; and even that was peculiar. 
N. C. Roy wrote on 29-8-50 to the Income Tax Investigation Commission 
•at Calcutta and said (Ex. 254), 

"As far as the undersigned knows Rs. 47,19,800 worth of dfposal 
vehicles were sold to D.C.P.M. in 1947 at cost price and the 
party’s account was debited and stock account was credited. 
As the stock account was not at that time in our books there 
is no entry whatsoever in our books for this transaction.’’ 

This letter also shows that the Calcutta office, where the vehicles were, 
knew nothing about these sales even in August 1950. It was, of cour.se. 
possible for the registered office at Dalmianagar to effect a sale, but it 
■could hardly have done that without informing the office that was in posses- 
sion of the vehicles; and it certainly could not have left that office in 
ignorance for 21 months from 28-2-47 to 18-12-48, especially as a large 
sum like Rs. 47,19,800 was involved. 

From here we pass on to the audited balance sheet of Alicnhcrry as at 
30-6-47 (Ex. 63). This was audited by Khandclwal & Co. and the ceniti- 
cate was signed on 19-5-49. This is the first document that reflects the 
supposed sale of 28-2-47. As we have seen, the sale proceeds were not 
•credited to the joint venture disposal vehicles sales account, as was the 
normal practice, but a very unusual departure was made at this juncture 
and the Rs. 47,19,800 was credited to the joint venture stock account. 
Khandclwal and Co. did not see the original vouchers because they wcie 
■careful to say, 

“share of profits in Joint Venture of Disposal Vehicles etc. as certi- 
fied Rs. 8,48,000.” 

Wc have dealt with this earlier. The figure certified was the half in the 
profits of Rs. 16,96,000 that had been predetermined by R. Dalmia in 
consultation with Shital Pd. Jain with the help of N. C. Roy. But harking 
back to the supposed sale on 28-2-47 where did the auditor get his figures 
from ? As wc have seen, right down to 1-5-51 there was no trace whatever 
of this sale in Alienberry’s joint venture books, there was no trace of it 
in the audited account of the joint venture as purported to be certified on 
10-12-47; and there is no trace of it in the following very important docu- 
ments that could not have omitted such a large transaction. Wc have nlrc.ady 
analysed them but as the matter is important wc will summarise their effect. 
There are so many of them and they come from so many different sources 
that all could not have made the same mistake and repeated it lime after 
time for over four years. 


5-4-47 . . . , statement furnished to D.G. Dhro'-a!-'. 

(Ex.4tS1. 

Jan. 47 to June 47 MonlWy stock sUitcmcr.ts to eontrcl cfTcc 

(Arbiirator'.s Record) Ex. 4J.S. 

June 47 to Dec. 47 Monthiv st.atcmcnts to rnvTemmrrit rede 

under the most paw (Ex. 473). 

16-947 Kov's t'-newhe monthv.isc strtcrent 

(Ex. 

10-17-47 Joint Venture .audited account fer iiatf yc.-.r 

endinn 70-!>-47 (Ex. 59). 
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■ Delhi unable to prepare the statements 

that Dalmianagar wanted (Ex. 363 p. 394). 

•• Roy’s statement of disposal vehicles 

. (Ex. 404). 

R-oy sends Final Provisional Joint Account 

(Ex. 269/6). 

Roy’s statement of account (Ex. 378). 

. . N. C. Roy’s statement of account sent to 

Shital Prasad Jain. (Ex. 267/6). 

. . Roy says “no entry whatsoever’’ (Ex. 254). 

Roy says (Ex. 268/20). 

(1) branchwise statement cannot be pre- 
pared; and 

(2) books cannot be produced before 
Income Tax Authorities. 

Provisional Trial Balance and AUenbeny’s 
Trial Balance. 

Provisional .Joint Venture Accoimt. Final 
Provisional Joint Venture Account sent 
on 17-11-48. . 

Joint Venture: Audited statement of account for half year 

ended 30-6-47 certified on 10-12-47. 

D. C. P.M. : Cannot prepare its books on 15-6-48 

because neither Delhi nor Calcutta could 
furnish the necessary details. 

And what about the account books that would have settled the matter 
one way or the other in a few minutes ? ' 

Allenberry: Refuses either to produce them before us 

or to allow inspection of them in situ: 
and as the books are in Pakistan they are 
beyond our reach. 

D. J. Airways; The' Inspectors appointed under the Com- 

panies Act called for them but they were 
withheld. Then the Company was dis- 
solved and the books were handed over 
to D.J. Aviation and were destroyed. 

D.C.P. M. ; D.C.P.M. was also taken into liquidation. 

Its books were handed over to iDelhi 
Glass Works and were also destroyed. 

In view of all this the fraud and the ante-dating are beyond doubt. 

We now come to the second half of the fraud. Having created a 
fictitious sale to D.C.P.M. as on 28-2-47 Allenberry is supposed to have 
sold these vehicles to third parties on behalf of D.C.P.M. and to have 
transferred the sale proceeds, amounting to Rs. 1,02,62,705, in a lump sum 
from the joint venture account to D.C.P.M. on 31-12-47. At the same 
time Allenberry is supposed to have debited the selling expenses amounting 
to Rs. 25,98,493 and the depot expenses amounting to Rs. 14,47,065 to 
D.C.P.M. on the same date and to have given the joint venture a correspond- 
ing credit. 

The proof of this' fraud and of the ante-dating is much the same as 
before. It will not be necessary, therefore, to analyse most of the docu- 
ments in detail. 

First we have the fact that though D.C.P.M. is supposed to have been 
the owner of these vehicles after 28-2-47 and though Allenberry is supposed 
to have sold them on behalf of D.C.P.M. the sale proceeds were all credited 
to the Joint Venture account. That ajjpears from a number of documents, 
including Allenberry’s Provisional Trial B,alance and Allenberry s Trial 


25-5-48 

15-948 

17- 11-48 

18- 12-48 
2-9-49 

29-8-50 

1-5-51 


Allenberry: 
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Balance as at 31-12-47; also from the Provisional Joint Venture Account 
and the Final Provisional Account as at 31-12-47. 

Now it is obvious that this transfer would be reflected in these documents 
if it had been made on 31-12-47; and the fact that it is not shown that the 
transfer was not made on or before that date. But an even more important 
point is that we have evidence to show that the money way lying to the 
credit of the joint venture right down to 18-12-48. 

We also have another important fact, namely tliat the sales of Disposal 
Vehicles that Allenberry' is said to have made on behalf of the government 
under the mortgage down to 31-12-47 includes many of the 2323 vehicles 
sales. Therefore, unless government was cheated, the money received for 
the sales could not have been transferred to D.C.P.M. on 31-22-47 because, 
at that date AUenberiy told government that the money was being held 
for and on behalf of government as its trustee. We have already dealt 
with this and so will not consider it further. But it wll be necessary to 
analyse the figures shown in -the trial balances etc. referred to above. 

. The Provisional Trial Balance of Allenberry as at 31-12-47 shows tliat 
the total disposal vehicles sales in that half year was Rs. 1,22,68,492. The 
Provisional Joint Venture account shows the total sales of disposal vehicles 
during the same period were Rs. 1,26,06,393. These two figures do not 
agree; but as we pointed out earlier, the diserepaney is only Rs. 3,37,901 
and nowhere near Rs. 1,02,62,705. Therefore it is clear that 
whatever the difference is due to it is not due to the Rs. 1,02,62,705. 
But AUenberry’s Trial Balance agrees with the provisional joint venture 
account. We have analysed this earlier and have shown tliat the 
Rs. 1,35,80,620 shown- fliere is based on a figure of Rs. 1,26,06,393 
for the disposal vehicles sales. The final Provisional Joint account of tlic 
Joint Venture as at 31-12-47 shows the same picture. 

Now all three of these documents were prepared after 31-12-47, tncrc- 
fore, it is clear that unless the figure of Rs. 1,02,62,705 is included in the 
Rs, 1,26,06,393 these documents prove that the supposed transfer of 
31-12-47 is not reflected in any of them. 

The fact that the Rs. 1,02,62,705 is included in the figure of 
* Rs. 1,26,06,393 is conclusively established by the audited Joint Venture 
account Ex. 60 This is a false document in that it purports to reflect the 
transfer of the Rs. 1,02,62,705 as at 31-12-47. Ex. 60 puts the total sales 
during that period at Rs. 23,43,688. This is the exact difference between 
Rs. 1,26,06,393 and Rs. 1,02,62,705. Therefore, it is clear that Uic 
Rs. 1,26,06,393 included the Rs. 1,02,62,705 and that means that the 
transfer of the latter figure that is said to have been made on 31-12-47 is not 
reflected in those documents and so could not have been made on that date. 

This pattern is repeated in the selling and depot expenses and need not 
be considered separately. 

Now here also, as before, the position revealed in the documents refer- 
red to above (except Ex. 60) was repeatedly accepted in subsequent corres- 
pondence down to 18-12-1948. 

First, there is the letter written by H. D. Bishnoi from Dalmianagar to 
Shanti Prasad Jain on 15-9-1948 (Ex. 363) a copy of which was forwarded 
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to R. Dalniia on 19-6-1948. This is the letter in which H- D Bishnob 
says that there is an entry of Rs. 99,19,800 in his books showing a transfer 
to D.C.P.M, on 28-2-1947. This figure is made up of Rs. 52,00,000 pipe- 
line fittings and Rs. 47,19,800 on account 2323 vehicles. That entry had 
been made in D.C.P.M.’s books by 15-6-1948. After that Allenberry is- 
supposed'to have sold these 2323 vehicles on behalf of D.G.P.M.; but 
H. D. Bishnoi say's that there is not' a single entry in his books' relating 
to these sales; and more than that,. even if the individual sales were not 
entered as and when made (as they should have been), at least the 
Rs. 1,02,62,705 which is supposed to have been made on 31-12-1947 ought 
to. have been reflected in the D.C.P.M. books long before 15-6-1948; but 
H. D. Bishnoi’s letter shows that even that was not there. 


Three months later, on 15-6-1948, N. C. Roy speaking from Allenberrys. 
books at Calcutta (Ex. 404), said that the total disposal sales for the half 
year ending 31-12-1947 was Rs. 1,23,43,992. His figure is not quite the- 
same as either of the figures given in AlJenberry’s Provisional Trial Balance 
or in the Provisional Joint Venture Account (which tallies with Allenberry’s 
Trial Balance) but. the difference is small and is nearly enough to reflect 
the transfer of Rs. 1,02,62,705. - • - 

Another important point is that N. C. Roy placed the cost of these 
sales in the joint venture account when giving Shital Prasad Jain in Delhi 
the investment figure in the Dalmianagar books. Therefore, it is again 
clear that even as late as 15-9-1948 the price that the 2323 vehicles fetched, 
was still lying to the credit of the joint venture and had not been transferred 
even as late as 15-9-1948; also that the joint venture was still bearing the 
cost of these sales.- 

This position was again confirmed on' 17-11-1948 when the Final 
Provisional Account of .the joint veriture was forwarded by Allenberry’s- . 
Calcutta office in a letter of that date (Ex. 269/6). This Final Provisional 
Joint Venture account modifies tire Provisional Joint Venture account in 
a number of respects and Shital Prasad Jain even comments on the Final 
Provisional Joint venture account in a letter dated 3-12-1948 (Ex. 379/5) 
but the figures given for the total vehicles sales and expenses were not; 
challenged. 

All this internal evidence shows that the transfer of Rs. 1,02,62,705' . 

from the joint venture account to that of D.C.P.M. and of the corresponding 
selling and depot expenses of Rs. 25,98,493 and Rs. 14,47,065 were not 
reflected in any of the books of either (a) Allenberr}', (b) D. J. Airways,. 

(c) the Joint Venture or (4) D.GP.M., right down to 3-12-1948, 

And now we come to the forged and ante-dated documents. The earliest 
documents in which the transfers, are reflected are, 

(1) The final accounts of D. J. Airways for the half year ending 

30- 6-1948 (Ex. 33) which was certified by the auditors on 

8-3-1949. - - 

(2) The final accounts of Allenberry for the half year ending 

31- 12-1947 (Ex. 265) and the Final accounts of D.C.P.M. 
for the year ending 29-2-1948 which .were audited together 
and certified or the same date 19-5-1949; and 

(3) The final joint venture account (Ex. 60) which purports to 
. have been certified on 20-2-1949 but which, as we shall show 
. in another place ’'^ere also fraudulently ante-dated. 
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We have seen that the total vehicles sales of Rs. 1,26,06,393 and the- 
total selling and depot expenses of Rs. 38,88,773 and Rs. 21,65,597 respec- 
tively were originally recorded in the accounts of the joint venture. Tiicn 
came these manipulated documents which purport to show that 
Rs. 1,02,62,705 out of the total sales and Rs. 25,98,493 and Rs. 14,47,065 
for the selling and depot expenses were transferred to D.C.P.M. on 
31-12-1947. 

This transfer required a credit advice and one purports to have been 
issued to D.C.P.M. on 31-12-1947 (See Ex. 403). It is dated 31-12-1947, 
but does not bear a serial number like all the regular credit advices. Now 
. it is a curious fact that exactly the same sort of departure from norma! 
practice was made in the case of this sale bill Ex. 130 that purports to 
evidence the sale of the 2323 vehicles to D.C.P.M. on 28-2-1947. Tliat 
also does not bear a serial number. 

Next, these transfers are shown at the bottom of the statement in wliich 
the entire sales and expenses were recorded. We have already referred 
to N. C. Roy’s letter (Ex. 268/23), dated 1-5-1951 in which he said it wa.s. 
impossible to prepare statements branchwise in respect of these sales and 
so said, 

“We suggest preparing the same for the whole expenses and sales 
showing the transferred amount at the bottom." 

Their difficulty was this. Having shown a supposed sale of specified' 
t 3 pcs of vehicles it was impossible to correlate the later sales witlj these 
vehicles and so it was impossible to prepare a branchwise statement. 

Next is the fact that even as late as 1951 Allenberiy’ was not able to 
' give details of these transactions and prepare a branchwise statement; and, 
most damning of all, is the confession. 

“In view of the above difficulties, we arc afraid tee cannot produce 
out books” (before the income-tax authorities). 

Now we see the difficulties into which this fraud led them. Wc will 
set them out chronologically. They all relate to the present matter. 

26-9-1947 Allenbero" not .able to send tlic st.ilenicnt 

of the profit and loss .nccouni of llic 
joint venture even tbougb it w^s iirpcntly 
required in connection viil) the care of 
D.l. Airvvajs fixed for October 1947 
(Ex. 1 16). 


25-5-1948 Delhi not nblc to supply Dalmiar.aear with 

a statement of account for which ti'.e 
jailer was pressinp (Ex. ?f>3. p. ?9t). 

15-6-1948 .. D.C.P.M. not able to say whether .a co;n- 

mission to Allcnbcrry should Is: shown 
in its boohs (Ex. 363. p. 393). 

5-7-1948 N, C. Roy not sure how to manirulatc the 

accounts and asV.cd for supreetions (Cx. 
391). 

27 - 1-1949 D.almi.anac.ar rtil! prc'sin!; for .a fine! Trial 

Balance (Ex. 363. p. 301). 


.. N. C. Roy sa\s no entry i.t-r.urnrr in his 
books about the trar.sattioa; .-r..! act 
one appeared by 1-5-1951 (Ex, 254), 


29-8-1950 
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1-5-1951 ■ (1) Auditor unable to give a certificate for 

tbe income-tax authorities in the 
absence of details. 

(2) Not possible to prepare branchwise 
statements. 

(3) Not able to make entries 'in their proper 
places and so obliged to put all in lump 

sum at the bottom of the statement. 

(4) Not able to show the income tax 
authorities the account books 
(Ex. 268/23). 

Other difficulties. 

(1) Not able to place serial numbers on 
either the bill of sale Ex. 130 or on 
the credit advice {See Ex. 403). 

These difficulties relate to entries that are supposed to have been made 
on 28-2-1947 and 31-12-1947. It is obvious that the difficulties could 
have been cleared up in a matter of 4 years if the entries were genuine and 
were made on the dates on which they are supposed to have been made. 

The fraud and the ante-dating are established to the hilt. Only two 
observations remain. One is that the first transfer of the 2323 vehicles is 
supposed to have been made on 28-2-1947. That is the closing date of 
D.C.P.M.’s year of accounting. The second comment is that the second 
set of transfers is said to have been made on 31-12-1947, This is the 
closing date of Allenberry’s year and of the half year of the joint venture. 

■We will now see who were incharge ^ of the affairs of these various 
companies on the two crucial dates, namely, 28-2-1947 and 31-12-1947, 
and also in January 1949. If the sale of the 2323 vehicles took place 
on 28-2-1947, as is alleged, then the transfer was greatly to the detriment 
of the shareholders of D, J. Airways because it was made at “cost”. It is, 
therefore, relevant to see who were in control of D. J, Airways when a 
transaction so very much to its detriment was allowed to take place. The 
significance of this query will be best grasped from the side by side state- 
ments that we set out below — 


On 28-2-1947 
D.J. Airways. 

Shanti Pd. Jain (Director up to 
28-8-48). 


J. Dalmia 
15-11-48). 


(Director up to 


J. M. Gupta (Director up to 
14-6-49). , ^ 


R. K. Jain (Director up 
4-3-49). _ 


to 


AUenberry & Co. 

Shanti Pd. Jain (Managing 
Director up to 4-12-48). 

V. H. Dalmia (son of J. 
Dalmia, Director from 
15-5-45 to 3-11-47 and 
Managing Director from 
15-5-45 to 10-7-47). 

H. D. Bishnoi (Director up 
to 14-9-50 and Head Ac- 
countant at Dalmia- 
nagar). 

R. P. Bajoria (Director up 
to 30-6-49). 


Dalmia Jain & 
ing Agents 


J. M. Gupta (Director up 
to' 1-12-47). 


D. C. P. M. 

Shanti Prasad Jain (Dy. 
Managing Director up 
to 1-11-1947). 
(Managing Director up to 
3-11-47). 


V. H. Dalmia (Director up 
to 21-10-47). 


H. D. Bishnoi (Director up 
to 12-12-49 and Head 
Accountant at Dalmia- 
nagar). 

V. D. Agarwal (Director up 
to 5-7-52). 


Co. Manag- 
und also 
R.^Dalrnfa who was looking 
after the, affairs of D.J. Air- 
ways on behalf of the 
Managing Agent Co. 

It will be seen that the only_ Directors P*, J* 


M. K. Roy (Director up to 
12-1-53). 


were 


the two members of the D. J, Group and J. M. Gupta who was also a 
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director of AUenberry, and R. K. Jain, an employee of the Bharat Bank. 
R. Dalmia was looking after the affairs of the company (D. I, Airways) 
for and on behalf of Dalmia Jain & Co., Managing Agents. The resolution 
dated 5-10-1948 passed by the Board of Directors of Dalmia Jain & Co., 
by circulation states : 

“Considered the. administration of the company’s affairs as Manag- 
ing Agents of different companies. 

Resolved that R. Dalmia mil continue to look after the affairs of 
the company and Managing Agents of D. J. Airways Ltd., 
and remuneration of Rs. 7,500 per month be paid with effect 
from 1-10-1948.” 

Therefore, even if the sale to D.C.P.M. was made at that date, the 
fact that the sale was effected “at cost” and not at the real market price, 
which was twice as much, can now be understood. It can also be easily 
realised that D. J. Airways Ltd., had no chance of a square deal. Tiic 
common interest between AUenberry and D.C.P.M. is also clear. 

On 31-12-1947 

D. J. Airways AUenberry & Co. D. C. P. Af. 

Shanti Pd, Jain (Director Shanti Pd. Jain (Director H. D. Bishnoi (Director up to 
up to 28-8-48). from 3-5-45 to 4-12-48 and to 12-12-49). 

Managing Director from 
10-7-47 to 4-12-48). 

' J. Dalmia (Director up to R. P. Bajoria (Director up to V. D. Agarwal (Director up 
15-11-48). 30-6-49). to 5-7-52). 

J. M. Gupta (Director up to Raizada Brijmohanlal M. K. Roy (Director up to 

14- 6-49). (Director up to 10-3-52). 12-2-53). 

R. K. Jain (Director up to H. D. Bishnoi (Director up to 

4-3-49). 14-9-50). 

Dalmia Jain & Co., 

Managing Agents, and 
also R. Dalmia who was 
looking after the affairs 
of D. J. Airways on 
behalf of Managing 
Agents Co. 

Here again the only “watchdogs” on behalf of D. J. Ainvay.s were the 
three members of the D. J. Group and tlicir stooge, J. M. Gupta and 
employee R. K. Jain. So again it is easy to understand how these very 
profitable sales that had been credited in the joint venture books were 
quietly removed and handed over to D.C.P.M. 

From 15-9-1948 till 18-12-1948 the Direction were 

D.J, Airways AUenberry & Co. D.C.P.M. 

J. Dalmia (Director up to Shanti Pd. Jain (Director & V. D. Agan%-al (Director up to 

15- 11-48). Manacing Director up to 5-7-52). 

4-12-48). 

R. K. Jain (Director up to H. D. Bishnoi (Director up to M. K. Roy (Director up to 
4-3-49). 14-9-50). 12-2-53). 

J. M. Gupta (Director up to R. P. 'BajoriaKDircctor up to H. D. Bishnoi (Director up to 
14-6-49). 30-649). 12-1249). 

Raizada Jagraohanlal B. L. Raizada (Director up to 
(Director from 15-1148). 10-3-52). 

K. B. L. Chordia ffJircctor 
from 18-84S). 

Shital Pd. Jain (Director from 
9-1248 to 16-4-51). 
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19/// May 1949 (date on which the balance sheet was signed). 

D.J. Airways AHeiiberry & Co. D.C.P.M. 

(Director up to V. D. Agarwal (Director up to 
o-3-4y to 12-11-51). He 16-4-51). 5-7-1952) 

was also looking after . ’ 

the affairs ofD. J. Air- B. L. Raizada (Director up to M. K. Roy (Director un to 
ways on behalf of 10-3-52). 12-2-53) 

Dalmia Jain & Co., ~ J- 

. Managing Agents. 


Raizada ^ Jagmohanlal 
(Director- from 15-11-48 
to 19-5-51). 


K. B. L. Chordia (Director 
up to 31-12-55). 


H. D. Bishnoi (Director up to 
12-12-49). 


R. P. Bajoria (Director up to S. R. Srivastava (Director up to 
30-6-49). 15-3-52). 

.J. M. Gupta (Director H. D. Bishnoi (Director up to Raizada Jagmohanlal (Dircc- 
from 9-7-46 to 14-6-49). 14-9r50). tor up to 24-5-50). 


The Balance sheets of Allenberry at the end of the relevant half years, 
-namely 30-6-47 and 31;-12-1947, were sjojned by four persons, ^ilaJ 
.Prasad Jain, B. L. Raizada, K. B. L. Chordia and R. P. Bajoria, who were 
.directors on 19-5-1949, being the date when the balance sheets were 
signed. Similarly, the balance sheet of D.C.P.M. at the end of the year 
ended 29-2-1948 was signed on 19-5-1949 by V. D. Agarwal, H. D. 
Bishnoi, M. K. Roy, Raizada Jagmohanlal and S. R. Srivastava. 


So far as Dalmia Jain Airways is concerned, R. Dalmia was a director 
■from 5-3-1949 to 12-11-1951, and the other two, namely, Raizada 
Jaigmohahlal and J. M. Gupta were subservient to him. R. Dalmia was also 
looking after the affairs of Dalmia Jain Airways on behalf, of Dalmia Jain 
.and Company, the Managing Agents {vide resolution dated 5-10-1948 
referred to earlier). J. Dalmia and Shanti Prasad Jain had gone out by 
then. J. Dalmia left on 15-11-1948 and Shanti Prasad Jain on 28-8-1948. 
According to Shanti Prasad Jain he resigned on 22-7-1948, but he was 
■a director on 15-6-1948 when he was consulted by H. D. Bishnoi about 
Rs. 99,19,800 (which included Rs. 47,19,800) (Ex. 363) and again when 
he passed H. D. Bishnoi’ s letter on to R. Dalmia on 19-6-1948 and asked 
:R. Dalmia to issue necessary instructions to H. D. Bishnoi (Ex. 363). It 
is clear, therefore, that he was a Director in.D. .J. Airways mid Managing 
Director of Allen berr)' when this fraud ivay being conceived. In any event 
it can now be seen how easy it was to defraud the shareholders of D. J. 
_Airways when there was nobody to protect their interests. 

We will first examine the position taken up by V. H. Dalmia (W. No. 5) 
.-rand N. C. Roy (W. No. 9) at Calcutta before we issued our statements 
of matters. We were then at the investigation stage and were trying to 
find out whether -there was any justification for drawing up charges tliat 
might call for an answer. 

V. H. Dalmia was the managing director of Allenberry at the relevant 
-lime and N. C. Roy was the Calcutta accountant of Allenberry in tlie auto- 
. mobile section. 

They both admitted that the physical possession of the vehicles were 
with Allenberry before and after the transfer to D.C.P.M.^ At that date 
these 2323 vehicles were mixed up with the bulk of the vehicles purchased 
jfrom the Dhector G'eneral of Disposals and were not demarcated in any 
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way up to the date of the transfer evidenced by Ex. 130. Tliis fact was 
also admitted by S. N. Verma, the General Manager of Allenbcrry at 
Calcutta. It is also to be gathered from Exs, 59 and 60. 

V. H. Dalmia told us that when the transfer evidenced by Ex. 130 \va.s 
made, the General Manager, S. N. Verma was instructed to sort out the 
vehicles into 2 lots so that onc lot could be set apart for D.C.P.M. and one 
for D, J. Airways. He said that instructions were given by Allenbcrry and 
that D. J. Airways was consulted. He said that the actual sorting out was 
done at the depots and that records were kept of the vehicles thus sorted 
out._ He said that these records would show the number and type of 
vehicles allotted to each company and the places where they were located; 
but he could not say whether the engine numbers and chassis numbers 
were entered in these records. He was also not able to tell up who made 
the decision to sell these vehicles to D.C.P.M. and transfer die stock. 

N. C. Roy was equally definite. He said that there was physical segre- 
gadon and that 2323 vehicles were set apart physically for D. J. Ainvay'i 
and another 2323 for D.C.P.M. 

Both were agreed that after die transfer, Allenbcrry continued to retain 
physical possession of these vehicles and that it made sales to third parlies 
on behalf of D.C.P.M. out of the stock set apart for them. 

When wc issued our statements of matters after recording this evidence, 
wc indicated that this was a myth and set out our reasons' for saying so. 
After that there was a complete somersault, S. N. Verma. the then General 
Mimager of Allenbcrry was called as a witness by Shanti Prasad Jain and 
Mr. Shah examined him about this transfer. Verma said that R. Dalmia 
instructed him to make the transfer and that all he knew about the matter 
was that diey were to be sold to D.C.P.M. at cost. He said that there was 
no talk about a similar transfer to D. J. Ainvays at that time but that later, 
when he sent a list to R. Dalmia, R. Dalmia asked him to make a similar 
complement and set it apart for D. J. Airways. But he said that the 
separate stock that was marked olT for D. J. Airways was not sold by 
Allenbcrry on behalf of D. J. Airways and that D. J. Ainvays receives! no 
credit diou^ he had been instructed by R. Dalmia to make a similar 
complement and set it apart for D. J. Ainvays. 

He W'as then questioned about the sale to D.C.P.M. as evidenced by 
Ex. 130 and he said that this was not a “real sale”, consequently ific head 
office did not treat it as a sale but as “some kind of token transaction". 
He said tliat by “token transaction’’ he meant just “book adjustments" bet- 
ween the two companies. He added that when the vehicles were actimlly 
sold “wc forgot all about the information that I conveyed to R. D-almiri" 
so they had no D.C.P.M. Account in the head oflice. Ho was aho clc.-ir 
that there was no “demarcation" and that no vclticlcs were kept apart (or 
D.C.P.M. 

So far as the bill Ex. 130 dated 28-2-1947 is concemed, \’crma sakl 
that the first he knew about the bill was in April or May 1949. He la-'.! 
that the transfer was made without his knowledge and that even though 
he was the General Manager he did not know that tiic'c vehicles had been 
sold. He said that the sale was not entered in the books of the head ordc.* 
and that it is not rcllcctcd in any of the head office accounts. 
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D. N. Banerjee (W. No. 53) who works-in the accounts department 
also said that there was no demarcation, that ho details of the vehicles 
were given and that only the total value was indicated without anv 
break-up. ^ 

All this evidence is contradictory and, putting aside the fog of unreaUty 
that these witnesses have tried to wave round the transaction, we thinV 
the truth slipped out when Venna said that this was not a real sale but 
only “book adjustments” made to reflect some kind of “token transaction”. 
That is also our conclusion. This was not a real transaction. It was 
entirely fictitious and was ma:de to look like a real sale in order to cover 
up a fraud perpetrated for the purposes that we. have explained above. 
None of the explanation given by any of these witnesses displaces the strong 
evidence we have set out to show fraud and deliberate manipulation of 
accounts and forgery and ante-dating of documents. 

As we have said above, V. H. Dalmia .said in the course of his cross- 
examination that when the 2323 vehicles were sold to D.C.P.M. in 
February 1947, an equal lot was demarcated and earmarked for &e share 
of D. X Airways. Had this been true, then D. J. Airways accounts for the 
5'ear ended 30& June. 1947i would have shown either. 

(a) the vehicles as part of the stock-in-hand in the Balance Sheet 
as. at 30th June, 1947 if unsold at that date; or 

(b) if sold, ai credit to the Profit and Loss Account for the sales; 
or 

(c) a mixture of both according to the extent of the stocks unsold 
and stock sold. 

. As none of these items appears at any place in the D. J. Airways 
Accx)unts for the year ended 30fli June, 1947, the inevitable conclusion is 
that the story put out by V. H. Dalmia is totally false. 

There are some further facts to be taken into consideration. The only 
ones who can know anything about this transaction are Allenberry. 
D.C.P.M., D. J. Airways and those who were incharge at the time. Tlic 
transfers that we got from them are summarised below. 

AUenberiy has offered no explanation in respect of the transaction in 
its written statement dated 14-6-1961. It merely raised a number of legal, 
objection regarding the constitution of the Commission and certain other 
matters. 

Dalmia Cement & Paper Marketing Co. Ltd. was amalgamated with 
Delhi Glass Works Ltd. under a scheme approved by the Court and was 
dissolved op 30-4-1953 by the order of the Court. Delhi Glass Works 
Private Ltd. is now in voluntary L'quidation and its liquidator, R. D. 
Agarwala, in his reply dated 6-7-1960 said — 

“that I, as a liquidator of Delhi Glass Works Ltd.,^ never came into 
possession of any books or records of the said D.C.P.M. Ltd. 
as already informed in my letter No. DGW/10 dated 8-9-1958. 
As such I have neither any record nor information or know'- 
ledge regarding its affairs.” 

Statements of Matters were issued to the Directors of Allenbcrty, 
D.C.P.M. and D. J. Air\vays Ltd. The transfer, has not been explamed by 
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any of the Directors of these companies, R. Dalraia has not filed any 
reply to the Statements of Matters. No reply has also been filed by 
V. D. Agarwala and M. K. Roy, the directors of D.C.P.M., R. Bajoria 
and Shital Prasad Jain, directors of Allenbcrry. 

Shanti Prasad Jain was a Director in the three companies, namely, 
D. J. Ainvays, Allenbcrry and D.C.P.M. on 28-2-1947. In the written 
statements he has denied all knowledge of any responsibility for the transac- 
tion. His stand is that he cannot be held responsible for the transfer 
of the 2323 vehicles and the alleged ante-dating of the entries as there was 
a dissolution of the D. J. Group with effect from 31-5-1948 and the three 
companies, namely, D. J. Airways, Allenbcrry and D.C.P.M. were allotted 
to R. Dalmia as the transfers were made after 15-9-1948 according to the 
Commission he said he was not responsible. 

J. Dalmia was a Director of D. J. Ainvays and D.C.P.M. on 28-2-1947. 
His reply is on the same lines as that of Shanti Prasad Jain, 

V. H. Dalmia who was a Managing Director in Allenbcrry and Director 
in D.C.P.M. on 28-2-1947, gave the following statement in his written 
statement dated 3-2-1961 — 

“Referring to the various paragraphs of Section ‘A’ under tlic above 
heading, Shri V. H. Dalmia invites the attention of the Com- 
mission to his evidence, wherein he had explained the position 
as best as he could. Moreover, the allegation made in the 
Statement of Matters is that the entries regarding the transfer 
of 2323 vehicles to M/s. D.C.P.M. Ltd. were ante-dated after 
Shri V. H. Dalmia had ceased to be a Director of Allenbcrry 
& Co. Ltd. (In November 1947), whereafter he had nothing 
to do with that company. He, therefore, docs not feel called 
upon to answer the same in the circumstances, the allegations 
arc not admitted.” 

J. M. Gupta, a common Director in D. J. Airways and Allenbcrry has 
given the following explanation in his written statement dated 14-6-1960 — 

“I have no knowledge of the transfer of 2323 disposal vehicles to 
D.C.P.M. Ltd. on or about 28-2-1^47. I was not concerned 
with the actual sale of vehicles and had no means of knowing 
tlie parties to whom vehicles were sold or tninsfcrrcd. The 
transfer of vehicles to D.C.P.M. Ltd. never came to my not’cc, 
on any occasion whatsoever. Sales were effected by the Sales 
Department and tlic billing was done by the Accounts Branch, 

I had no concern witli cither of the two branches and had. 
therefore, no knowledge of the factum or of the circum<;tanccs 
under which vehicles were transferred to D.C.P.M. Ltd." 

R. K. Jain who was a Director in D. J. Airways on 25-2-1947 has 
denied knowledge of the transfer. He says — 

“I had no hand and was not a party in any manner in the dispmnl 
of the vehicles of the Joint Venture and was not concerned 
with the transfer of 2323 disi^osal vehicles to D.C.P.M. This 
matter never came to my notice and I had no knowledge of 
this transfer." 
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H. D. Bishnoi was a Director of jMlenbcrry and D.C.P.M on the date 
'Of the alleged transfer. In his writen reply dated 25-8-1960 (Allenbern' 
Joint Venture) he states— •’ 

“The answering Respondent is being made liable for the alleged 
• ante-dating books of Joint Venture in respect of entries .pcr- 
training to the transfer of 2323 vehicles. The answering Res- 
pondent submits that he was not, concerned with or responsible 
■for the various entries made in the Joint Venture account kept 
by . Allcnberry & Co. Ltd. as the Accounts Section was being 
controlled by the- Officer incharge of Accounts.. The answer- 
ing Respondent is being held responsible for the. items men- 
tioned in the Section because he , had signed the relevant 
balance sheet of the D.C.P.M. Ltd. for the period ending 

28- 2-1948. Ibe Answering Respondent respectfully submits 
that the signing of the balance sheet of D.C.P.M. Ltd. for 

29- 2-!l 948 was not the cause of origin of- alleged ante-dating 
if there is any. in the books of the Joint Venture. The alleged 
ante-dating in the books of Joint Venture according to the 
conclusion of the Commission took place sometimes after 
15-9-1948 and the balance sheet of D.C.P.M. Co. Ltd. for 
the period 22-2-1948 was signed ■ subsequently,” 

If the tranter had really been made on 28-2-1947, as a Director of 
D. J. Airways he should have, known about it. 

Now these persons were all directors on 28-2-1947, the date of the 
alleged transfer. They all disclaim ' knowledge of the transaction. If it 
really took place on that date they, or at any rate some of them would have 
iknown about it; and if there was nothing wrong with it those who knew 
about it would have told us about it. Their disclaimer of know-ledge about 
the transaction during the period of their directorship strengthens our con- 
'Clusion that there was an ante-dating. 

Mr. Shah tried to explain away some of the very damaging facts that 
this evidence reveals. He said that Mr. Verma had explained that R. Dalmia 
had intended to sell the vehicles and then did so without informing anyone 
-in Calcutta. Mr. Shah said that he “inferred” that entries must have been 
made in the Dalnu'anagar stock account and that is why neither Calcutta 
■nor Shanti Prasad Jain knew anything about it. These entries were not 
•adjusted till the accounts for 30-6-1947 were made up and it was only 
nhen that the matter came to light. 

This is much to naive an explanation. At best it is guess work. If there 
had been any truth in it Shanti Prasad Jain in his anxiety to “assist the 
Commission” would have had the Dalraianagar books inspected and would 
Rave said this in his written statement. In any case, Allenberry, which is 
in the best position to know the truth has not said a word. The Dalimanagar . 
books have not been produced. We are sure that Shanti Prasad Jain could 
have got them with as much ease as he get the other books of Allcnbcny- 
that he wanted in proof of his case of partition. D. N, Bancrjee told us 
that Allenberry raised no objection to his inspecting their books on behalf 
■of Shanti Prasad Jain; and we find that he made a very thorough inspection 
■and made verj’' elaborate notes. He told us that there was no conilici of 
interest between Allcnberry and Shanti Prasad Jain. Therefore, even if 
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Allenberry were reluctant to bring their books, Shanti Prasad Jain could 
easily have adduced secondary evidence about their contents. We would 
have preferred “assistance” of a more concrete and material kind in place 
of this airy guess work. 

Apart from that, this explanation makes nonsense of S. N. Venna's 
assertion and Shanti Prasad Jain’s statement in the witness box, tliat the 
directors of these companies always made the decisions. H. Dalmia. 
who was the manning director on 28-2-1947 told us that he did not know 
who made the decision to sell these vehicles. All we have, therefore, i*; 
Verma’s bland assertion that R. Dalmia made the decision and made the 
sale" without anyone else who mattered knowing anything about it. 

We do not think this flimsy guess work displaces the wcightly evidence 
of fraud that we have set out. ' 

PERSONS RESPONSIBLE 

We have next to determine who w'erc responsible for this fraud. U is 
seldom easy to get direct evidence of fraud; and dial is the position here. 
But the circumstantial evidence points directly to R. Dalmia. 

There is ample proof that he was in control of D. J, Airways and 
Allenberry at the dates that we have set out above. Tiic evidence of 
S. N. Verma, and Shanti Prasad Jain’s letter (Ex. 259-R) also show that 
R. Dalmia was actively associated with the transfer. It is also obvious that 
only those who were in real control could have directed a transfer of this 
nature and have ordered a manipulation of the accounts. In addition, 
R. Dalmia is the one who stood to gain by this fraud because <'f liis 
connection with Allenberry and D.C.P.M. Wc have no doubt therefore 
diat R. Dalmia was responsible for this fraud at all its stages. 

As regards Shanti Prasad Jain. The letter (Ex. 363 pages 394 and 39.>) 
show that he knew that a transfer of diese vehicles was under contenipl.-i- 
tion on 25-5-1948 and 15-6-1948. But die other evidence that wc ii.ivc 
analysed above shows that it was not reflected in the books on 1 5-9-1 
and 18-12-1948 and that it must have been entered before 19-5-1949 
when the balance sheets were signed. The decision to effect the trnndcr 
was, therefore, given effect to bclwcen diesc dates. 

Shand Prasad Jain resigned as a director of D. J. Airways on 28-8-194.5 
and of Allenberry on 4-12-1948. In our opinion R. Dalmia was tnyinp 
with die idea of making this land of transfer from before 25-5-1948 .and 
that Shanti Prasad Jain knew diis. But the idea was not transialcd into 
action till much later, and. as Shand Prasad Jain w.ns not a director then, 
and, as there, is no evidence to show dial he was in any way as<o.,;k!;cd 
with the implementation of the idea, he cannot be held responsible cidicr 
for the transfer or the ante-dating and Utc manipulations. 

The same applies to J. Dalmia. He ceased to be a director of D. J. 
Airways on 15-11-1948 and was never a director of Alknhcrr;.'. 'Hawe L 
nodiing to connect him with any of this fraud at .any of its S '< he i' 

also absolved from responsibility'. 

Of the others. Wc think dial S. N. Verma kn-eve what '.v.as roin*', on, 
though there is nothing to show that he w.as a.ssoci.atc<i cither vr.h th.c 
LIOcLa— 12, 



310 


transfer or the ante-dating. So far as the transfer is concerned, he was not 
a director and would have had to carry out the directions of those in 
control without necessarily knowing that the deal was fraudulent. As regards 
the ante-dating he says that he was not directly in charge of the accounts. 
It is possible that as General Manager he would not have known. There- 
fore, though his want of frankness in the witness box gives rise to a suspeion 
that he knew about what was going on it would not be proper to imi^cate 
him on mere suspicion. 

We thmk'that Shital Prasad Jain, N, C. Roy and D. N. Banerjee were 
parties to the ante-dating and to the manipulation of the accounts because 
their letters show that Aey had suggested manipulation and we find that 
the accounts were manipulated. It is, however, equally evident that they 
were acting under pressure and were carrying out orders from above. 

GAINS AND LOSSES 

Turning now to the gains and losses. This, like the assessment of 
damages in a civil action, can only be built on estimates. Opinions will 
natur^y differ, about the method of assessment and the manner of com- 
putation. In an inquiry of this kind, where we are not . determining legal 
rights which would narrow the scope of our findings we think it proper to 
take a broad view. It would be impossible to determine in any narrow and 
legalistic way what the loss to the investing public was in these cases, or 
even to determine what was the gaiii to the D. J. Group or to any. individual 
member of it. But it is possible to draw a broad picture and to show how 
individuals can emrich themselves at the cost of the investor and to his detri- 
ment and to reach a broad estimate of the result. 

The vehicles here were transferred “at cost”, but very soon after there 
was a large gain in the hands of others when they were re-sold. , If this 
transfer had not been made the gain would have gone to the partnership 
and a share in it would have gone to the shareholders of D. J. Airways. We 
are, therefore, justified in saying that the gain made by the oAers was a 
loss to the partnership and thus to the shareholders of D. J. Airways; and 
that the measure of the gain is a fair index of the loss. Proceeding on that 
basis we get the following : — 

Tlic 2323 vehicles were sold to D.C.P.M. for Rs. 47,19,800 and were 
then resold for Rs. 1,02,62,705. That discloses a nett gain to D.C.P.M. 
was Rs. 14,97,347. In our opinion it is fair to say in a broad way that 
half of that is a fair measure of the loss to the shareholders of D. J. Airways. 

D.C.P.M. also gained in another way and so did Allenberry. When 
these goods were sold, the sale proceeds were not paid into the account of 
D.C.P.M. but into the account of Allenberry. This placed a jsum of 
Rs. 62,17,147 at the disposal of Allenberry. The money was not credited 
to the account of D.C.P.M. till 31-12-1947, the closing date of Allenberry’s 
accounting year. Allenberry, therefore, paid D.C.P.M, a sum of Rs. 46,268^ 
by way of interest. It is true that D. J. Airways was not entitled to interest 
on the sales of joint venture vehicles made by Allenberry, but it is equally 
true that by these manoeuvres one of partners derived a financial advantage 
for itself that ought to have been passed on to the partnership. On a broad 
view, if anybody was entitled to that interest it was the partnership. We 
are not interpreting the law. We are demonstrating how the investing. 
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public was placed at a disadvantage by the use of legal devices that scr\-cd 
to enrich individuars like R. Dalmia who were able to hide behind the 
corporate entities of his private companies. 

Not only- were the investing public put to a loss by these manoeuvres 
but government also lost a considerable amount in the shape of income-tax. 
We compute the loss at Rs. 3,51,975 as below : — 

(1) Rs. 3,01,224 being the tax leviable on D. J. Ainvays' iiaif 
share of the profits, namely, Rs. 7,48,673 transferred to 
D.C.P.M. which had incurred a loss of a much bigger amount 
for the relevant year; 

(2) Rs. 50,751 being the difference in the tax (Rs. 1,52,043) which 
Allenberry would have paid, if there had been no transfer.^ and 
the tax payable by D.C.P.M. (Rs. 1,01,292) on the nett profits 
of Rs. 2,51,755 after setting off its loss against the total trans- 
ferred profits. 

We tried on our statements of matters to work out the gain to the 
■members of the D. J. Gtoup, or at any rate to R. Dalmia, but after hearing 
the arguments of counsel for Shanti Prasad Jain we do not think it i,s possible 
to do so. For one thing, we have no evidence to show that the D. J. Group 
was in existence as a group at the date of these transactions, and uc have 
■no means of knowing who shared in the profits of Allenberry and D.C.P.M. 
when they were distributed. We arc accordingly not able to allocate the 
gain that any individual made. 




CHAPTER IV 
MANIPULATIONS 


We will now examine certain manipulations in the accounts dcsicncd 
to show the profits as at low a figure as possible. 

As we have stated before D. J. Airways and Allcnbcrry- entered into a 
joint venture for the purposes of the disposal vehicles and spare parts 
business and this joint venture lasted from August 1946 up to 30th June 
1948 when it was terminated. This section deals with the manipulations 
in the joint venture accounts, particularly, the cost of sales charged against 
the sales price realised for vehicles and stores during the joint venture period. 
By “cost of sales”, we mean the actual costs incurred in acquiring the 
articles; and that is the basis on which the joint venture accounts have been 
prepared — all expenses pertaining to the sale, repairs, reconditioning, moving 
the articles into a saleable condition have been charged separately in the 
joint venture accounts. Therefore we shall proceed on the basis indicated. 

The total sales during the joint venture period of vehicles and stores, 
as’shown in the joint venture accounts, amounted to Rs. 4,63,83,285 made 
up of : — 

Half-year ended 

31st December, 1946 
30th June, 1947 
31st December, 1947 
30th June, 1948 

4.63.S3,2i!5 


R'. 

56,7ft, 36S Rx. .s.S 
2.00,87,831 V.\. 59 
50,97,289 fix. 60 
1.55,19,797 6t 


This does not include the sales proceeds of 2323 vehicles transferred 
to D.C.P.M. The cost of sales of the vehicles and stores and spare parts 
shown in the respective joint venture periods amout to Rs. 2.77,53.958 


made up as under ; — 
Half year ended 

3 1st December, 1946 
30th June, 1947 
31st December, 1947 
30th June, 1948 


Us. 

30,21.281 l.'x. 5S 

1,26,09,268 I A-. 5') 
28.47.385 Tr. 60 
92.76,024 r.t. 61 


2,77.53,058 


The total purchase price 
made up as under : — 

E.X. 87 

Ex. 89/90 

Ex. 92 

E\'. 94 (Sparc parts) . . 


of vehicles and spare parts was Rs, 5,71.32,500 

Ft I, 

l.fO.fVO.OOO 

9!,32.<(vr»0 

2.50.<v>,oy) 

50.r*o.f 


5,'l.3:,‘01 
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Therefore, at the end of the joint venture period as on 30th June, 1948 the 
as°under spare parts left over amounted to Rs. 2,46,58*742 


Total purchase price 

Less: Cost of sales charged in the four half-year joint' venture 
penod 30th June, -1948 .. 

Cost of vehicles purportedly transferred to D.C.P.M. 


2,77,53,958 

47,19,800 


5,71,32,500 


3,24,73,758 


Rs. 2,46,58,742 


This closing stock was, however, adjusted on 1st July, 1948 in the books- 
w 2,76,90,197 in other words reflecting a difference of 

Rs. 30,31,455 due to a wrong entry alleged to have been made at the- 
Lucknow Branch. 

, One method of depriving. D. J. Airways of its correct share of profits- 
w'ould be by inflating the “cost of sales” and expenses chargeable against 
the sales in the joint venture period. It is abundantly clear, as will be 
shown later, that no basis was adopted for evaluating the cost of sales and 
-the method explained by Shanti Prasad Jain in his Written Statement is- 
completely opposite to the deposition of S. N. Verma (W. 50). 

Shanti Prasad Jain has stated that “cost of sales” may be described as- 
the total cost attributable to the sales made. There is no controversy on 
that point, but he goes on to say that tlie “cost of sales” is the total amount 
expended on the products sold together with the entire expenses incidental to- 
administration and distribution of the same” 

In certain cases, he has stated, the expenses incidental to admim'stration 
and distribution may be shown separately, in which event the cost of sales- 
would be the -amount which has cost the concern to acquire. The latter,, 
however, is the method sought to be adopted. 

Basing his case on a quotation from “Accountancy” by William Pickles- 
on page 88, Shanti Prasad Jain justifies the cost of sales being taken on an. 
estimated basis, according to which, from the adjusted selling prices deduc- 
tion is made for estimated selling expenses and the "normal- profit percent- 
age”. As this was a deal which had no “noraml” basis, we fail to see how' 
the^ so-called “normal profit percentage” could have been arrived at. 

Shanti Prasad Jain has stated that we have misconstrued the letter,, 
dated 26lh September, 1947 addressed by Shital Prasad Jain to S. L. Verma 
(Ex. 116), This letter clearly indicates that the profits of the jomt venture- 
were “fixed” and there is no misunderstanding with regard to the meaning, 
of this letter in our minds, since the language is plain enough to . indicate 
what it means. 

We will now examine some of the correspondence with regard to this; 
matter : 

• (i) For the half-year ended 30th June, 1947, N. C. Roy wrote tor 

, Shital Prasad Jain on 1st June, 1948 (Ex. 391/178) forwarding two alterna- 
tive accounts of the joint venture and sought Shital Prasad’s advice for 
finalising the accounts, N. C. Roy also sent to Shital Prasad Jam Tnaf 
Balances of both Allenberry and the joint venture accounts together with- 
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supporting schedules for the two alternative accounts proposed by him. In 
his reply, dated 7th June, 1948 (Ex, 391/169) Shital Prasad Jain men- 
tioned that the half-share of the pre-detennined profits of Rs. 16,96,000, viz., 
Rs. 8,48,000, had already been advised to D. J. Airways and, therefore, 
advised N. C. Roy to maintain the said pre-determined profits. 

(ii) On 25th May, 1948, Shital Prasad Jain wrote to N. C. Roy (Ex, 
391 -P. 186) and asked for the joint venture accounts to be sent for the 
half-year ended 30th June, 1947, and told N. C. Roy that if the cnliy for 
cost “has yet to be made”, and if consultation was needed with Shital Prasad 
Jain then N. C. Roy should send all other accounts as prepared for the 
previous half-year ended 31st December 1946, which he (Shital Prasad Jain) 
would discuss with Shanti Prasad Jain who was expected in Delhi for a 
few days. 

(iii) Letter dated 1 1th June, 1948, from N. C. Roy to Shital Prasad 
Jain (Ex. 391/144) indicates that the cost of sales of vehicles taken for 
the half-year ended 30th June, 1947, was the same cost as had been taken 
for the preceding half-year ended 31st December, 1946, die cost per unit 
having been fixed “from your end” (namely from Delhi), and as regards 
new types sold during the half-year ended 30th June, 1947, he had faken 
50% of the sale price as “cost”. 

(iv) On 5th July, 1948, N. C. Roy wrote to Shital Prasad Jain (Ex. 
391-P. 100) giving two proformas of joint venture accounts for the half-year 
ended 30th June, 1947. In both of these, the profits were maintained at 
Rs. 16,96,000. The alternative suggestions were : — 

(a) To increase the co.sl of the vehicles by Rs. 1,31,878.1.10, or 

(b) Alternatively, to increase the cost of sales of stores by 
Rs. 3,79,745.11.9 and decrease the cost of sales of vehicles by 
Rs. 2,47,867.1,10, so that the pre-determined profits of 
Rs. 16,96,000 for the half-year ended 30th June, 1947 were 
maintained. 

This letter in itself shows how Allcnbcrry was playing about with the 
“cost of sales” of vehicles and .spare parts. In the course of argument on 
behalf of Shanti Prasad Jain, Mr. C, C. Shah tried to convince us that the 
language of Shital Prasad’s letter was unfortunate, but when it was shossn 
to him, that there was anyhow a dilTcrencc of Rs. 1,31,878.1.10, ire conceded 
that this was so, but added that after all this was a small figure. W'c 
pointed out to him that if the intentions of Allcnberry' were honest, they 
could have given half of this so-called “.small figure” to D, J. Airways as its 
share of profits, instead of “fixing” the joint venture accounts to absorb tb.e 
difference by inflating the cost. 

(v) Again, for the half-year ended Blst December. 1947, Shit.tl Pr.a>.;!d 
Jain wrote to N, C. Roy on 26th August, 1948 (Ex. 379-P, 10). in which 
he stated that unless Roy finalised the accounts of the sales and cxpcn<^e‘. 
Sliital Prasad Jain could not advise him the cost of sales. 

(vi) In a letter, dated 27th October, 1948 (Ex. 379-P. 9) N. C. Roy 
wrote to Shital Prasad Jain that he had not passed any entry for titc coq of 
sales of dispo.sal vehicles and stores (pending his final instructions); and in 
the same letter solicited “any suggestions” from Shital Prasad Jain reg.srdir.g 
the profit which, he stated, woVld help him a good deal to complete she 
accounts quickly. 
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(vii) On 29th November, 1948, N. C. Roy^wote to Shital Prasad Jain 
(Ex. 433/p) enclosing what he called the final provisional joint venture 
account which, to. Shital Prasad Jain’s horror, showed a loss of Rs. 10,92,248. 
N. C. Roy wrote , also that the cost of vehicles had been arrived at on the 
basis of the June, 1947 accounts. and indicated that this worked out to 65% 
of the sale price in the case of vehicles and 60% in the case of stores. 

(viii) In reply to the aforesaid letter, Shital Prasad Jain wrote to N. C. 
Roy . on 3rd December, 1948 (Ex. 379-P. 112) stating categorically that 
tliere was defimtely no question of a loss for the half-year and even suggested 
that some items may be treated as pre-paid expenses “or otherwise cost of 
sales will have to be revised”. 

Even after the termination of the joint venture, 'there is correspondence 
to show that an ad hoc basis, to suit the circumstances, was stiU under 
contemplation,, and this is shown, by. letter, dated 2nd September, 1949 
(Ex. 267-P. 6) from N. C. Roy to Shital Prasad Jain at Delhi wherein the 
cost has been indicated at 60% of the sale value for both the vehicles and 
stores. 

(ix) As far as the stores are concerned, ' how absurd the basis was is 
clearly indicated in a letter, dated 26th August, 1949 from H.'D. Bishnoi 
to Shital Prasad Jain (Ex. 266) where Bishnoi pointed out to Shital Prasad 
Jain that the cost of sales actually charged up to 30th June, 1948 and 
contemplated to be charged for the half-year , ended 31st December, 1948 
and 30th June, 1949 amounted to Rs. 81,97,780 which far . exceeded even 
the cost paid for the stores, namely, Rs, 50,00,000 without deducting the 
credit of Rs. 5,57,195 (incidentally it may be observed that during the 
joint venture period this credit was not deducted from the purchase price of 
Rs. 50,00,000 for the stores, before evaluating the cost. of. sales). 

To sum up therefore : — 

(a) There was no rational basis for adopting the cost of sales either 
for the vehicles or for the spare parts; 

(b) The cost was taken according to pre-determined profits of the 
joint venture periods; 

(c) There was inflation of the cost of sales during the joint venture 
period which in turn reduced the profits of the joint venture. 
This- will be dealt with later; 

(d) The method indicated by Shanti Prasad Jain quoting from 
page 88 of “Accountancy” by William Pickles was entirely 
theoretical or xather a story he tried to invent for his Written 
Statement and not what was followed in actual practice. 
According to the deposition of S, N. Verma (W. 50), the rele- 
vant data was available to arrive at the cost, and the costing was 
done according to that data and not on estimated selling price 
as made out by Shanti Prasad Jain. Let us, therefore, sec what 
S. N. Verma had to say. 

When asked by Mr. C. C. Shah for Shanti Prasad Jain to explain the 
manner in which the cost was ascertained for making up the final accounts, 
Verma gave an elaborate explanation as follows : — 

Am. ■ “When the U.S.A. forces were throwing up surpluses, with each lot 

or with each item they prepared a statement which was called WPB-3. 
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In this statement factory cost of the units concerned was mentioned. 
When the vehicles were purchased from the Disposal Department, SPB-3 
statements were also handed over to Allenberry & Co. on the basis of 
w'hich we v/orked out the cost of vehicles that w'e had taken, giving due 
attention to the various types at the time of the take-over. When the 
take-over had been completed of both the purchases, on the basis of 
these figures, the executives of the Company were able to tally the total 
cost of rupees five crores and twenty lakhs approximately. In the case 
of each vehicle, thus, we had a specific price. 

Ques. Did your Accounting Department make up statement of cost of sale 
at the end of each 6 months’ period in respect of the sales made til! 
then? 

Am. Yes. We assisted the work of the Accounts Department to make up 
statement of cost of sales effected during a period of 6 months. 

(Witness was shown Exhibit No. S/84 — “Statement of costs of sales of 
the Disposals vehicles for the period ending 31-12-46”, the other statement 
for the period ending 30-6-47 (396), third, for the period ending 31-12-47 
(S. 85) and the fourth for the period ending 30-6-48 (S 86) and next for 
the period ending 31-12-48 (Exhibit 388). 

Ques. You have explained the marmcr in which cost of sales were calculated. 
Would it be true to say that there was any inflation of costs of sale wiili 
a view to under-estimate the stock? 

Am. No. Sir. It would not be correct to say that there was any inflation 
of cost of sales, because the method adopted may not be conventional, 
but was fairly rigid.” 

Cross-examined by Petigara, Verma maintained that the cost of sales 
was based on SPB-3 prices. 

“You told us (my recollection is that) that the basis of the cost of 
sales were certain sheets which you called SPB-3 received from the 
U.S. authorities ? 

A /IS. Yes. 

Ques. Have you got any of these SPB-3 sheets ? 

A /IS. I do not have any. But there must be plenty of them in the records 
of the Company which have been seized. 

Q//es. I think you told us that you took these as the basts and worked the 
cost of sales according to working conditions. Did I correctly hc.ir you ? 
Did I make a mistake ? How did you arrive at the cost of. sales ? 

.4 /IS. The cost of sales were more or less based on the SPB-3 prices. If 
there is any slight variation they had taken into consideration the condi- 
tions of the vehicles. 

Q//c's. Now when you did go to Moran you must have noticed the conditions 
of the vehicles very generally ? 

Arts. I did not understand the question. 

Ques. You inspected the vehicles at Moran ? 

Am. We just had a glance. There were 20,000 vehicles. \Vc just glanced 
from the jeep. 
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u 

Qiies. Did you take the condition of the vehicles to be very good ? 

Alls. No. 

Qiies. Or Saleable? 

Ans. No. 

Ques. You have taken into account that some of the vehicles would be 
unsaleable ? 

Ans. Yes. 

Ques. And you did take into account that some of it would be scrap ? 
Ans. Yes. 


Ques. What charges or percentage did you apply in arriving at the cost of 
the sales? 

Ans. I have already stated that so far as the new vehicles are concerned, 
we have , more or less based on the SPB prices. 

Ques. Tlie new vehicles ? 

Ans. Yes. Of course in the case of new vehicles there were various factors 
to be taken into consideration. Some of them were packed and have 
not been taken out of the packing, cases. I take all these into considera- 
tion. The basis was SPB price. In the case of vehicles which require 
very few repairs, the percentage was 35% or 1/3 and others about 
10%, . 


Commission. , Do I understand that 'for each batch of vehicles of a certain 
make you had a price which proceeded from what you called SPB price ? 

Ans. Yes. 

Commission. So each vehicle was valued separately ? 

Ans. Group of vehicles.” 

\\dien witness was shown Exhibits 395 and 396, he had to concede that 
in many cases the cost of sales was taken at 50% of the sales. 

Ques. “If you look at these items you will find a 50% basis has been adopted 
in respect of various items. I wiU give you the items from Pannel Deli- 
very Van downwards. Compare it with Ex. 395. Please see Shri Roy’s 
letter (Ex. 391/Page 145). You will find 50% of costing was taken. 

Ans. They are not all 50%. From Pannel Delivery Van downwards on 
Ex. 396 showing cost per unit all the items are not half of the prices 
realised as shown in Ex. 395. 


Ques. How many are 50% and how many arc not ? 


Ans. Pannel Delivery Van 
Mobile Workshop 
Scout Cars 
GMC Bus 

Commission Reconnaissance 
Trailor 21 tons 
Diamond Tea Dump 


Agrees, i.e. 50% ■ 
Agrees 

That does not agree 

That does not agree 

Agrees 

Agrees 

Asrees 
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Bomb Service Chev, truck 
Semi Trailor 
Pick up 

Scrap and inclusive 
National Truck 
Tractors 
4 Trucks 
Bomb Trailor 
Lift Truck 
Bomb Trailor 
Lift Truck 
Car i Truck 
Compressor 


Agrees 

Agrees 

Agrees 

Agrees 

Agrees 

Agrees 

Agrees 

Agrees 

Agrees 

Agrees 

Agrees 

That docs not agree 
Agrees” 


The Commission then questioned him with regard to the uniformity of 
prices in the four Exhibits (Exs. 396, S/84, S/85 and S/86). 


Ques. “There are 40 items incidentally right from the jeep up to the com- 
pressor. All the items came from the saleable category and from no 
other category. How do you know that they arc only from saleable 
category ? 


Ans. This is how it is shown in the statement, but I am not sure. That 
might be sold as scrap. 


Ques. In the Depot Expenses for this half year, you have got a sum of 
Rs. 28,00,000. Was this cost based on the cost of saleable vehicles ? 


Ans. You sec here. Sir, a number of vehicles costed at certain price. It is 
possible that this is the average price. 

Ques. Average of what? 

Ans. Average of non-saleable vehicles price and saleable vehicles price, 
supposing there arc 15 vehicles, out of which 5 arc saleable and 5 arc of 
the lesser category. Then if the price of the first 5 is. say, a thousand 
rupees, the price of the second may be Rs. 800 and here the aver.agc 
price Rs. 900 may be given. 

Ques. What that your system ? 

Ans. There is no question of system. Sir. This is a statement which i^. 
showing the cost that had been debited to the joint venture. 

Ques. Why do you require an average ? 

Ans. Because for all these vehicles if one price is mentioned, it docs mc.an 
that this is the price. There is no indication that this is the price of 
the saleable vehicle. 

Ques. You said that is from one category ? 

Ans. They look to be from one category, but it is possible that other cate- 
gories may have been sold and average prices given, because there is no 
indication that this is the price of tlic saleable ones. 

Ques. \^Tiat was tlic necessity for an average then ? 

Ans. In the sales they do not show the condidon of the vehicle. 
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Ques. But the prices are different and different prices should be shown ? 

Ans. That is different prices were realised for the first 5 and diflferent for 
another 5, they should have .shown differently. That is, if they realised 
certain price for 5 vehicles and those 5 vehicles were not of the prime 
quality, then they should have shown that they are pricing separately. 

Ques. Would a total be enough? I mean the total cost without having 
given an average ? 

Alts. The total cost is enough. It seems totals are given here) 

Ques. Totals are given, cost per unit is given as it would seem that it is a 
redundant column. WTiere is the necessity of showing the averaae cost 
per unit ? 

Ans. Because per unit price may be of various types. Take an item of 
jeeps , also. 1,424 jeeps were . sold. It is possible that if jeeps of a 
lesser quality were sold, then price may be lesser than price of the 
lesser jeeps and, the price per unit given here. 

Ques. You extracted cost from the records and having done this, this is 
the . total cost of 1,424 jeeps sold. In that case, was it necessary to 
mention the cost per unit which is not recorded in any records or books ? 

Ans. It may be redundant column. Sir. 

Ques. What purpose does it serve ? 

Aits. The only purpose it serves here is to show the price of each and then 
it is multiplied and total is shown here. 

Ques. You can arrive at a total in two ways. The first was by saying that 
the cost per unit is in the case of jeeps Rs. 2,500. Alternatively, you 
can arrive at it by taking from other vehicles the actual cost per classifi- 
cation and then reaching your total of Rs. 35,60,000. You told us 
that latter was what was actually done in reaching the total of 
Rs. 35,60,000. 

Arts,. Yes, Sir. , 

Ques. In that case, what is the purpose of showing a totally misleading and 
useless figure of Rs. 2,500 ? 

Ans. I caimot say. Sir. Probably the intention was that Cost per unit may 
be indicated. It would serve some purpose. 

Ques. I would ask you to indicate what purpose it can serve ? 

Ans. It can serve the purpose of showing the average cost that has been 
debited for each jeep. 

dues. I put it to you that you. had no stock records and that you were 
'evaluating these units at an ad hoc price ? 

Ans. VvTiat is an ad hoc price. Sir. 

Ques. According to the prices fixed by you for all kinds of conditions of 
vehicles and then seeing that the final total agreed. There was some 
ad hoc price either at the percentage of sales, as we have seen in so 
many cases this morning, or some other prices. 

/Iw. No. Sir. That is not correct.” 
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Thus Verma maintained that the cost shown in tlie total column was the 
ag^egate cost, irrespective of the average price per vehicle. He tried to 
maintain that the average price was arrived at by dividing the total cost by 
the number of vehicles sold thereby arriving at the price per unit. In %icw 
of his earlier assertions that the prices were based on SPB-3 list, he was 
asked whether the unit cost, so arrived at, would not mean a totally mis- 
leading and useless figure, his answer was that he could not say and probably 
the intention t^as that the cost per unit may be indicated. “It would sciv'c 
some purpose.” 

Tire Commission then drew the attention of the witness, amongst other 
items, to the pricing of personnel carriers which were priced at R-S. 4,000 
in Ex. S/84, Ex. 396 and Ex. S/86 and at Rs. 3,500 in Ex. S/S5. He was 
also asked to explain how the 127 out of 128 personnel carriers were priced 
at .Rs. 4,000 and only one at Rs. 3,500. His answer was : 

Alls. “It is an average price, Sir. 

Ques. Average of what? 

A ns. Average of the various sales. 

Qnes. Wc are talking of the cost of sales ? 

A ns. The average cost of sales. That is what I submit. Sir. 

Ques. They were all in the same condition or in varying conditions ? 

Ans. There must have been some difTcrcncc in condition. 

Ques. Then how is it that the average in the three periods came to the 
same. You sold 11 -average is Rs. 4,000, 61-average is 4,000 and 
55-average is 4,000. Mixing up of the saleable, unsaleable, and scrap 
cannot be exactly the same ? 

Ans. My submission is that in the first two periods almost ail qualities vere 
there, saleable and unsaleable. Many vehicles were better than the 
saleable vehicles. Tlicrc were even brand new. There must iia\c b^cn 
variations in average. The cost of sales is constant. 

Ques. Average of that only if mixing up of vehicles was m such niimivr- 
in each period that they brought out the same value . 

An.s. I agree with you, Sir. I say that the quality was prime quality ;nu! 
most of the vehicles die quality was tlic best. 

In other words, what Verma had to say in substance amounted 
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that the costing was based on an average of the different categories of vehi- 
cles sold. When told that this was impossible meaning that the different 
categories in each of die four half year joint venture periods could not exactly 
be in such denominations as to bring out the same price, he gave a very 
nondescript reply ; There should not have been any doubt if you had seen 
the vehicles.” 

Verma’s ewdence, therefore, can hardly be called reliable when he 
changed his stand so many times, but be that as it may, it is obvious tliat 
his evidence is at complete variance with the explanations given by Shanti 
Prasad Jain, in his written statement. In any case, Verma’s evidence shows 
that there was sufficient material available to arrive at the cost of sale, and 
therefore there was no need to take an estimated price as suggested by Shanti 
Prasad Jain. 

We now come to the deposition of M. B. Kanan, a statistician in the 
employ of Sahu Jain & Co. Ltd. His evidence is based on statements which 
have been prepared by him and adopted in a manner to suit the needs of 
the case. He has' admitted at various places, as we shall see, that the 
statements were based on assumptions and/or approximations. For example, 
in cross-examination by the Commission, his attention was drawn to the 
prices he had taken for jeeps in the categories of saleable at Rs. 2,500, non- 
saleable at Rs. 875 and scrap at Rs. 250 and his attention was also directed 
to the fact that he had adopted a constant figure of Rs. 2,500 per jeep for 
the whole of the joint venture period. His answer was : — 

Ans. “Yes. According to me only saleable vehicles have been sold during 
that period. When unsaleable vehicles are in stocks, I have presumed 
that unsaleable vehicles have not been sold. That is my assumption. 

Ques. Do I take it that in the joint venture period only item from the sale- 
able category have been sold ? 

Ans. Yes, that is my assumption, excepting those which are specifically 
shown as scrap and unclassified. 

Ques. Is there nothing sold in the joint venture, according to your assump- 
tion, from unsaleable and scrap category ? 

Ans. There may be some percentage because particularly in the case of jeeps 
in one half year it is not Rs. 2,500 but it is, I think, Rs. 2,200. 

Ques. And if something was sold from the non-saleable and tlie scrap cate- 
gory, you made the assumption that every vehicle sold came out of the 
saleable category. Will that not inflate the cost of sales ? 

Ans. It will." 

Kanan was then asked to explain Ex. S/189. As an example, his 
attention was directed to heavy vehicles where he had classified 2,258 as 
saleable, 7,518 as unsaleable and 955 as scrap. He we told that his state- 
ment showed that 1,214 heavy vehicles had been sold during the joint venture 
period and that he had assumed that all these had come out of the saleable 
category and asked whether this was irrespective of the actual condition of 
the vehicles. His answer was in the- affirmative. In other words, Kanan had 
assumed that everything that was sold in the joint venture period came out 
of the saleable category. 
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Kanan was then shown the following exhibits and his attention was drawn 
to the expenses incurred for reconditioning charges against each of the 
exhibits as follows : — 


Ex, 425/p. 16 . . . . . . . . 98,078-10-6 Reconditioning dwrgcs 

Ex. 425/p. 15 3,37,977-8-9 (Stores and Pam Con- 

sumption). 

Ex. 425/p. 15 4,04,587-13-6 (tVages Producthcl 

Ex. 42S//p. 5. .. .. .. .. 13,16,500-1-0 (Reconditioning 

penditure). 


and be was asked whether in the view of these large amounts being debited 
to the respective joint venture accounts he still maintained that he was justi- 
fied in taking all the vehicles as saleable. His answer was : — 

Ans. “I have only tried to arrive at an approximate apportionment of Uic 
cost on the basis of the available data, because a proper basis of taking 
into account these expenses is not known to me, tin's information has 
not been taken into account in making the cost. 

Qiies. Something is not known to you, you have taken what is contained 
as the cost of sales and worked out, proceeded backwards ? 

Ans'. Whatever basis was available I have worked out. Of course that was 
approximate. This is all I have tried to assume. No doubt as you have 
- rightly stated, that the consumption of stores and the reconditioning 
expenses have naturally to be allocated to the expenses and will have an 
important bearing on the cost of vehicles which hare actually been 
reconditioned to which these expenses relate.” 

It should also be mentioned that Kanan staled that Ex. S/188 in which 
he had shown the cost of sales of the stock taken over was prepared front 
Ex. No. 435. This Exhibit was apparently prepared under the instruction*, 
of S. N. Verma when the stocks were first acquired and it would appear 
from a letter written by N. C. Roy on 16lh December, 1949 to Shital Prasad 
Jain (Ex. 263) that the accuracy of Ex. 435 is most questionable. 

The above will clearly indicate that Kanan's statement was basal on 
assumptions and is of no use whatsoever when considering what acitmlly 
happened. 
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advantage of D. J, Airways to be disassociated with it,' but the total sabs 
affected after the joint venture period amount to at least Rs 5 55 QS 4 Qn 
This figure has been arrived at as follows : — 


Sales from 1st July 1948 to 31st Dec. (Ex. 65) 58,77,559 ' 

1948. 

Sales from 1st Jan. 1949 to 31st Dec. (Ex. 66) 1,32,94.892 

1949, . y audited accounts 

. Sales^^rom 1st Jan. 1950 to 31st Dec. (Ex. 424) 1,16,77,430 j 
SalM^from 1st Jan. 1951 to 3 1st Dec. (Ex. 419) 1,49,04,835 j 

Sales from 1st Jan. 1952 to 31st Dec. (Ex. 464/A) 40,74,113 "I 

1952. . . . As per the books 

Sales from 1st Jan. 1953 to 31st Oct. (Ex. 465/A) 31,54,919 of Allenbcrry. 

1953. ^ . J 

Feb. 1954 sale to Asia Udyog in one (Ex. 443) 60,00,000 

lump quantity. 

5,89,83,748 ■ . 

Even deducting the proceeds of the R-3A 
Plant proportionately from the mIc 
price of Rs. 60,00,000 to Asia Udyog 
as follows: — 

15,00,000 ^ 

' X 5,89,83,748= 33,88,258 

2,46,58,742+15,00,000 : 

5,55,95,490 


It may be noted that : 

(a) the sales figures of.Rs, 1,49,04,835 in 1951 included lump sales 

to six parties amounting to Rs. 66,37,600 (Exs. 413, 409, 405, 
411,410,398). ' 

(b) there was one lump sale to Asia Udyog in Februar}', 1954 
amounting to Rs. 60,00,000. 

The lump sales would obviously be at favoured prices because the purcha- 
sers were buying large quantities wholesale. 

It may be observed that the deduction of Rs. 33,88,258 from tlie sales 
on a proportionate basis due to the R-3A Plant being included in the 
February 1954 sale for Rs. 60,00,000 to Asia Udyog is not justified, 
although this was done to arrive at the figure of Rs. 5,55,95,490 mentioned 
on page -37 of the Statement of Matters. The reason for this is that it has 
subsequently been borne out in the evidence that the condition of tlic Plant 
was not good when it was taken over, and at the end it was broken up. 

The evidence of S. N. Verma on this point in answer to questions by 
Mr. Petigara is as follows : — 

Ques. “What was the condition of that plant when you took delivery ? 

Ans. Condition of the plant was not so good and it had been over- 
rated by the Director General of Disposals because we had been 
informed that the output of that plant was 100 engines a day. 
Allen Berry could never achieve more than 23 engines a day. 

Ques. Did it need any repairs ? 

Ans. Yes. Most of the machinery was in a very neglected stage and 
jsome units had been dismantled. With the exception of two 
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landis grinders, vAich were very useful unit, the rest of the 
rnachinery was not of as good value as it had been valued." 

Ques. “Tell us what happened ultimately to this R-3A Plant ? 

Ans. This plant had to be broken up and various units were distributed 
and some of them were scrapped.” 

We are, therefore, justified for the purposes of the foJiotving calculations, 
to take the sales to be at Rs. 5,89,83,748. 

We shall now assume that the figure of Rs. 5,89,73,748 represents the 
sale of the entire stock, and that no further stock remained after the sale 
to Asia Udyog. However, this figure of sales will have to be increased by 
Rs. 16,27,258 being the understatement of sales for the half-year ending 
31-12-48, as mentioned in Chapter I of Volume IV, Part 1. The aggregate 
post-joint venture sales therefore amount to Rs. 6,06,11,006, The” cost of 
stock at the termination of the Joint venture period was determined by Allen 
Berry at Rs. 2,76,90,197 and the percentage of cost to sales works out to 
45.6%. The percentage of expenses to sales for the two years ended 31s! 
December, 1949 and 31st December, 1950 works out to 31,4%. Tlicre- 
fore, the aggregate total cost comes to 77.0% {45.6-}-31.4%) leaving a 
profit margin of 23%. This can well be compared witJi the meagre pcrceiu- 
age of 8.8% during the joint venture period. The dificrcncc is 14,2%' in 
the overall net profits. Even this percentage is based on the assumption that 
all the figures of sales, selling and depot expenses have been correctly 
reflected in the accounts and that there is no dcllalion of sales or inflation of 
expenses. The direct expenses for the half year ended 31-12-48 luive not 
been taken into account while comparing the expenses of Uic joint venture 
period with the post-joint venture period for die reason that the expenses for 
that half year were inflated as commented upon in Chapter 11 of Volume IV. 
Part 1, 

The difference of 14.2%£> profits on Rs. 4,63,83,283 being sale.s of the 
joint venture period, results in the suppression of profits to the extent ('I 
Rs. 65,86,426, which together with Rs. 14,97,347 of profits fnmJttk-nily 
diverted to DCPM on the 2323 vehicles, brings out the total suppres'ed 
profits at Rs. 80,83,773. 
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end of the joint venture still to be sold; and out of total quantity of stores, 
purchased namely 22,302 tons, not less than 19,100' tons of stores were 
left over when the joint venture was terminated. In addition, we would 
refer to Ex. 414 of 1st February, 1961 which is a letter from one H. G. 
Edward of Hazra Road to one Harbans Kishore of Daryaganj office in which 
the former mentions that the possibility of exports of Dodge parts to Hong- 
kong for Rs. 50,00,000. Similarly, Ex. 384 of 28tli March, 1950 which is a 
letter written by Williamson to R. Dalmia with copies of cables exchanged 
between him (Williamson) and one Mr. Keohane, in which the latter asked 
for quotations and enquired about the availability of 1,100 unused assorted 
units. Williamson’s cable indicates that he offered 1,450 assorted vehicles, 
of which 650 were new. This further shows that valuable stocks were left 
over at the end of the joint venture period. 

Two glaring conclusions arise from the above : 

(a) that the Disposal Business was a very profitable business; and 

(b) due to the kind of manipulations mentioned above, the profit 
during the joint venture period was kept at as low a figure as- 
possible; and when the fihancing partner (D. J. Airways) was 
no longer necessary, because by that time the sale proceeds 

’ were rolling in, it was dropped on the pretext of safeguarding 

its interests by making out that the Disposal Business was turn- 
ing but to be unprofitable. 



CHAPTER V 


STATUTORY AUDITOR, P. S. SODHBANS AND THE ANTE-DATING 
OF THE AUDITED ACCOUNTS OF D. J, AIRWAYS 

Introducfory 


We will now turn to the ante-dating of the audited accounts of D. J, 
Ainvays; 

This is bound up with the conduct of P. S. Sodhbans, the Statutory' 
Auditor of D. J, Airways, As separate notices were sent to him regarding 
his' audits of these accounts it will be more convenient to pin-pofnt the 
allegations made against him here in order to avoid needless repetition at 
another stage. The frauds that we are considering were effected with the 
assistance and connivance of the auditor so it is impossible for us to disso- 
ciate him from them. As a consequence, we were obliged under the Rules 
to issue separate notices to him. It wU therefore be necessary to examine 
his conduct with special reference to the allegations made against him at 
some stage. That being so we consider that it will be the better course to 
direct this part of our report to P. S. Sodhbans. This will automatically bring 
in the ante-dating of the accounts. 


P. S. Sodhbans 

Sodhbans was die Statutory Auditor of D. J. Airways througliout the 
life of the company until the day of its going into voluntary liquidation on 
13th June, 1952. As we have seen before, the entire business of this com- 
pany was to deal in Disposal goods in joint venture ^vith Allen Berry apart 
from a few stray air charters. Under the agreement, dated 26jh August, 
1946 between D. J. Airways and Alien Berry in respect of the joint venture 
(Ex, 36), Allen Berry was charged with the responsibility of keeping proper 
accounts concerning the joint venture and to prepare every half year ending 
December and June proper Trading and Profit and Loss Account O' 1“^ 
joint venture. As the joint venture commenced sometime in August. 1946 
and was terminated as of 30th June, 1948, four half yearly amounts were 
necessary for each of the half years ending 31st December 1946, 30m June 
1947, 31st December 1947 and 30th June 1948. The amounts of the 
joint venture were audited by Sodhbans and for each of the haif jears tnc) 
bore the* following dates ; — 

.1 rr !/• ^ J Date of the Joint I'cnfifro 

;i Haif year ended ,,a,rmrnr.. 

31-12-46 25-1047 aX5SI 

30 - 6-47 !. .■ 



30 - 6-48 

2. The audited accounts of D. J. Amvays during the penod of the jom! 
venture were for the years ending SOtlr June 1947 (Ex. 32) a - ’ 

1948 (Ex. 33) and these accounts bear the dates, 15lh Dcccmi .r 1 . 4 / 

and 8th March, 1949. 
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3. TTie charge against Sodhbans is that the joint venture accounts which 
he audited on behalf of the joint venture were audited mueh later than the 
dates given on the accounts as mentioned in paragraph (1) above and that 
he signed the statements at a much later date knowing that' he was doing 
so because, when he completed the statutory audits of D. J. Airways on 
15-12-47 for the year ending 30-6-47 and on 8-349 for the year ending 
30-648, the audit of the joint venture had not been done and the profit 
from the joint venture which was incoiporated in the accounts was a pre- 
determined figure which had to be somehow substantiated. 

4. There is ample evidence to indicate that the joint venture accounts 
for the four half years from" 3 1-1246 and ending 30th June 1948 were 
signed on dates much later than the dates on the accounts and in some cases 
incomplete up to 3rd May, 1951. Tlie detailed particulars are as follows : 

(i) On 17th March 1948, Shital Prasad Jain wrote to L. N. Sud of 
Allen Berry at Calcutta (Ex. 391/P. 186) and referred to the fact that the 
Trial Balances of Lucknow and Lahore Branehes for the two half yearly 
closings of 1947 had not been forthcoming and issued necessary instructions 
in this behalf and further asked L. N. .Sud to refer the matter to Shanti 
Prasad Jain in case of default by the branches. 

(ii) On 25th May, 1948, Shital Prasad Jain wote to N. C. Roy 

(Accouritant of Allenberry at Calcutta) (Ex. 391/P. 235) and asked him 
to close the joint venture accounts for the half year ending 30th June, 1947 
without further delay. . He emphasised that : . 

(a) the joint venture profits for tlie half year had already been work- 
ed out and the credit advice for this had been issued to D.J.A. 
for their closing as at 30th June, 1947. 

(b) D. J. A. had already filed their ineome-tax returns for its year 
ended 30th June, 1947 and were constantly reminding Allen 
Berry to give them a final statement of Disposal Business up to 
30th June, 1949. 

(iii) On 1st June, T948, N. C. Roy from Calcutta forwarded to Shital 
Prasad Jain at New Delhi (Ex. 391/P. 178) two alternative pro formas for 
the joint venture accounts along with the accounts of Allen Berry as on 
30th June, 1947. N. C. Roy soiiglit advice as to which of the two pro 
formas should be adopted. 

(iv) In his reply of 7th June, 1948 (Ex. 391/P, 169) Shital Prasad 
Jain called for further explanations and information pertaining to the 
accounts for the half year ending 30th June, 1947. In this letter, Shital 
Prasad Jain speeifically pointed out that “You will also remember we had 
already advised profits for this half year to D.* J. A. as Rs. 8,48,000 and 
we have to maintain . . . . ” 

(v) On 11th June, 1948, N. C. Roy replied to Shital Prasad Jain and 
solicited his advice on some of the points concerning the accounts (Ex. 
391/P. 144-145). 

(vi) On 5th July, 1948 (Ex. 391 /P. 100), N. C. Roy fomarded to 
Shital Prasad Jain two alternatives pro formas in respect of the joint venire 
accounts for the half year ended 30th June. 1947. In this letter, N. C. Roy 
sucsested certain adjustments to maintain the total joint venture profit at 
ksT 16,96,000. 
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. (vii) On 21st July, 1948 (Ex. 391/P. 91), Shital Prasad Jain informed 
C. Roy that he had spoken to the Manager of the Lucknow Branch who 
had stated “that as yet accounts for the half year ended 30th June 1947 
were nearing completion ” ' ' ’ 

(viii) N. C. Roy wrote to Delhi Office of Allenberty on 1st May, 1951 
(Ex. 26S/P. 23) in the course of which he made the following points ; 

(a) The Income Tax Officer at Dacca had called for the audited 
report on the joint venture accounts for assessing the profits for 
the two half years ended 30th June, 1947 and 31st December. 
1947. 

(b) When the Calcutta Office of Alien Beriy contacted their audi- 
tors, H. P. Khandclwal & Co., in this matter they expressed 
their inability to give a certificate without checking the books of 
accounts to their satisfaction. A message was accordingly sent 
to. that, effect by Calcutta to R. Sharma at Delhi on 1st May, 
1951., 

(c) The Calcutta Office feared that they could not produce the joint 
venture accounts. 

(d) Specific instructions were, therefore, solicited from the Head 
Office on all these matters and it was suggested tljat Delhi might 
discuss this matter with the auditors on the telephone and give 
the necessary advices. 

(ix) Meanwhile, N. C. Roy received a letter dated Jst May, 1951 and 
mote again on 3rd May, 1951 (Ex. 268/P. 20) and the contents show 
that : — 

(a) The Calcutta Office received on 1st May, 1951 a directive from 
Delhi to see the auditors again for having the joint venture 
accounts for the two half years ended 30ffi June, 1947 and 
31st December, 1947 audited without further delay. 

(b) Accordingly, the auditors were contacted who stated regarding 
the proposed audit that there was no question of auditing the 
books of the joint venture so no set of books had been main- 
tained as such and the audit of the accounts would be possible 
if the relevant ledger accounts as maintained by Allcnbcrry 
with the supporting vouchers etc. were made available. The 
auditors also stated that the mode and the form of audit would 
accordingly be mentioned in the audit report and the joint 
venture accounts would be certified on ihc dale when the audit 
was actually completed and not as of the dale when the audited 
accounts of Allenberry were certified. 
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already , been pre-determined before the , joint venture accounts were nre~ 
pared) but because of Ae considerations of producing the accounts before 
the Income-tax authorities and for giving a colour of genuiness to the 
pre-determined joint venture profits. 

(1) From the above, it is quite clear that the accounts of the joint 
venture were not audited on the dates which the accounts bore and which 
- have been shown in paragraph (1) above. Sodhbans has signed all the joint 
venture accounts for die four half years ending 30th June, 1948 (Exs. 58 to 
61) and there is further supporting evidence to show quite clearly how the 
accounts have been ante-dated : — . 

(i) Sodhbans has signed the accounts in the name of “Sodhbans & Co., 
Chartered Accountants”. The last of the accounts for the half year 30th 
June, 1948 bear the date 20th February, 1949 and the earliest accounts 
for the half year ended 31st December, 1947 bear the date 25th October, 
1947. The Chartered Accountants Act, 1949 came into force on 1st 
July, 1949 and it is only after the coming into force of this Act that Sodh- 
bans could describe himself as a Chartered Accountant. Similarly, the 
folders in which the Exs. 58 to 61 were enclosed described Sodhbans & 
Co., as “Chartered Accountants, New Delhi”. 

(ii) In his examination-in-chief on 20th January, 1959, Sodhbans 
(W. 2) .made the following statements : — 

“From 1932 to 1949 July or August I described myself a Registered 
Accountant. I never described myself in any other way before July or 
August, 1949. Only those who were qualified accountants called them- 
selves Chartered. Accountants. By qualified accountants, I mean those with 
English qualifications that is to say those who were members of the English 
Institute of Chartered Accountants. I was not one of these. I, therefore, 
could not have called myself a Chartered Accountant before July or August, 
August, 1^49 because I was not a member of the English Institute”. 

“It was only after my. registration in July, 1949 that I began to describe 
myself as a Chartered Accountant. I am quite sure that I never described 
myself as a Chartered Accountant before that date. Therefore, whenever I 
have described myself as a Chartered Accountant it is after July, 1949 when 
I was registered. When my register folders describe me as a Chartered 
Accountant, it means that the contents of the folders were after my regis- 
tration as. Chartered Accountant. Sometimes, I used old folders that were 
not e^austed even after I was registered as a Chartered Accountant. But 
It was never the other way round that is to say I never described myself as 
a Chartered Accountant before I was registered as such._ The folders and 
letter papers describing me as Chartered Accountant were printed after my 
registration and after my old stock was exhausted.” 

(iii) All the above depositions were made at the outset of Sodhbans’ 
examination-in-chief, and later on when he w-as shown Exs. 58 to 61 but not 
the dates on the respective accounts, he stated that he must have signed as 
a Qiartered Accountant which meant that he must have signed after 1st July, 
1949 as he was not a Chartered Accountant before that date. He admitted 
that all copies of Exs. 58, 59 and 60 in triplicate were signed by him as well 
as' Ex 61 in duplicate.' He admitted also that the folders W'ere the same in 
all the cases and further admitted that ail these documents that had been 
siemed by him as Chartered Accountant could only have been signed ^tcr 
l^t July 1949 However, when he. was confronted with the dates which 



331 


the respective statements bore, he started to give feeble explanations that 
the Exhibits shown, to him may have been copies of original ones signed by 
him before on the purported dates and in making the copies the typist must 
have by mistake described him as a Chartered Accountant, and therefore 
he tried to maintain that the mistake could not have been made in the 
original documents. 

(8) In the Dalmia concerns, Sodhbans was the auditors amongst others 
of the following companies ; — 

Dalmia Jain Airways Ltd., 

D. J. Aviation Ltd., 

Dalmia Dadri Cement Ltd,, 

Bharat Insurance Co, Ltd., 

Bharat Fire & General Insurance Co. Ltd., 

Lahore Electric Supply Co., Ltd. 

In each and every case, Sodhbans has described himself as a Registered 
Accountant in his respective reports on the accounts signed upto 30th June, 
1949, and thereafter as a Chartered Accountant. 

(9) From tire above overwhelming mass of evidence, there can be no 
doubt that the accounts of the joint venture were ante-dated for purpo.scs 
other than for showing a true and correct view of the accounts of tlic joint 
venture to the partner, namely, D. J. Airways, being a company in wliicii 
the public had invested largely. Tlic purposes as wc have stated above were 
to give a genuine colour to the accounts for income-tax purposes as well 
as for maintaining the profits shown to D. J. Air^vays, the partner, tlic 
profits being pre-determ ined irrespective of the true and correct slate of 
affairs. In acceding to the wishes of the management in this respect, Sodii- 
bans allowed himself to be their willing tool and is, therefore, squarely, 
guilty of signing documents which he knew were ante-dated. 




CHAPTER VI 


TERMINATION OF THE JOINT VENTURE 

And now we reach the peak in this series of frauds : tlic terminatioa 
of the joint venture. 

The joint venture agreement. Ex. 36, is said to have been terminated 
on 30-6-48. The letter of termination is Ex. 37. It is dated 11-6^8. 

On the date of the termination the directors of D. J. Airw'ays were 
(1) Shanti Prasad Jam, (2) J. Dalmia, (3) J. M. Gupta and (4) 
R. K. Jam; and those of Allenberry were (1) Shanti Prasad Jain, (2) 
R. P. Bajoria and (3) Raizada Brijmohanlal. R. Dalmia was not a 
director of either company, but he was looking after the affairs of D. J. 
Airways on behalf of the managing agents, Dalmia Jain and Co. Counsel 
for Shanti Prasad Jain and J. Dalmia contended in argument that the 
termination was ante-dated and that the letter of termination, Ex. 37, was 
a blatant forgery executed at a time when Shanti Prasad Jain and J. Dalmia 
were not directors and so could not be saddled mlh even indirect 
responsibility. 

y Counsel for Shanti Prasad Jain and J. Dalmia both said explicitly Uiat 
they made no attempt to justify the termination. Alt that they contended 
was that their respective clients knew nothing about it and had no hand 
in it because, even if it (the termination) was on 30-6-48, they had ceased 
to take any part in the management of the two companies after 31-5-48 
and so did not know what was going on in them. 

Shanti Prasad Jain was questioned about the termination in the witness- 
box. He was reminded that he was a director in both these companies on 
11-6-48, the date of the letter of termination. Ex. 37 and tliat according 
to his own admissions, he had taken an active part in the management up 
to 31-5-48. So he was asked, 

“In the circumstances, witli the knowledge you have of dicsc 
companies, and particularly of tlie joint venture, do you think 
that the termination was justified ? 

His reply was, 

“I cannot express any opinion.” 

He was then pressed further and when he found that he could , not hedge 
any more, he said, 

“It is a very hypothetical question and if you want me to reply I 
would not have done it, that is, I would not have terminated 
the agreement,” 

R. Dalmia did not file a written statement and made no attempt to 
controvert the allegations made by us. We will therefore examine the 
attitude of the others. 

We have already said that Shanti Prasad Jain and J. Dalmia disclaim 
aU knowledge and responsibility. 
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J. M. Gupta said in his written statement, 

“The decision to terminate the joint venture agreement. . . .was taken 
at the highest level by the D, J. Group. I was no party to it . . 
Discussions between me and Raizada Brijmohanlal could not 
be anything more than adopting the decisions taken by the 
members of the D, J. Group. It is inconceivable that an 
employee of my status could have taken a decision of such 
importance. 

Counsel for Shanti Prasad Jain and J. Dalmia agreed with this, though 
lliey repudiated J. M. Gupta otherwise. They said that a decision of this 
kind could only have been taken at the highest level and not by tliese lesser 
fry. The only question, according to them, is, who were at the highest 
level at that time. According to them, the responsibility for these decisions 
lests squarely on the shoulders of R. Dalmia alone. 

We will only remark at this stage that neither said so frankly in their 
written statements nor did they say so in their evidence; . nor did they 
attempt to bring this out openly through their witnesses. Their attempt 
at that stage was to throw the blame on these stooges who appeared in tlic 
forefront. They took refuge behind the technicalities of fte corporate 
^existence of companies and said that the directors were in charge and 
.control of the affairs of the companies, and that they were the ones who 
made the decisions; when however it came to a stage of fixing the responsi- 
bility on Shanti Prasad Jain and J. Dalmia as directors, their plea was that 
Jthou^ they were directors in name they were not responsible for anything 
fhat was done after 31-5-48 because they had ceased to take interest in these 
scompanies after that date. 

J. M. Gupta said in the witness box as W, 4, that, as far as he could 
tremember, there v/as some discussion about the termination among the 
tdirectors, namely Shanti Prasad Jain, J. Dalmia, R. K. Jain and himself. 

R. K. Jain disclaimed knowledge of and responsibility for the termina- 
tion; He said that fie had no hand in it. 

On Allenberry’s side the statements were as follows 

H. D. Bishnoi said, 

“The termination. . . .was effected with the consent of D. J. Airways 

- and the answering respondent was in no way connected 

with D. J. Ainvays. Ck)nsequently he is not in any way 
responsible for the termination.” 

Raizada.' Brijmohanlal said that the joint venture terramalcd because 
(both parties concurred; and in any case, he had no deciding voice in the 
matter. 

In his evidence, Brijmohanlal said that he had no recollection of the 
termination. He could not say whether he signed the original of Ex. 37 
i)ecause his signature was not on the copy; but that if he did sign, 

“It would have been done at the instance of R. Dalmia and Slianti 
Prasad Jain as they were managng those concerns.” 

He added that, 

“^He would have been asked to sign for reasons best known to 
themselves.” 
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R. P. Bajoria did not -file any ^vritten statement. 

R. Dalmia threw the responsibility for the decision to terminate tlie 
joint venture on the directors of D. J. Aiivvays. He said in his alEdavif 
before the Bombay Hi^ Court, 

“It was therefore decided by the Board of directors of the company 
to sell their share in the partnership business to Allenbcrrv 
at cost.” ■ ■ 


Their written statements cannot be accepted as evidence against any but 
themselves. But it is necessary to examine their defence; and it is also 
relevant to take their statements into consideration when assessing their 
worth as independent directors, because they arc the only persons who could 
have reached these decisions at the directorate level; and legally it is 
necessary for the directors to decide matters of this nature. 

So far as their statements are concerned, it may well be, as counsel 
urged, that each is trying to evade responsibility and throw the blame for 
an admittedly shady deal on others. But that is a criticism that applies 
svdth much greater force to their own clients. 

We refer to the statements that we have quoted because what these 
directors say about their having been mere cyphers is corroborated by the 
arguments of counsel for Shanti Pd, Jain and J. Dalmia. Counsel damned 
them all : utterly and completely. 

Now if these persons and the arguments of counsel reveal the trutli, 
then who acted on behalf of D. J. Ainvays ? Who made the decision on 
its behalf to terminate the joint venture? We agree with counsel, and 
with what J. M. Gupta said in the witness box, namely, tliat the decision 
to terminate the joint venture could not have been taken by any of llicsc 
cyphers and that it must have been reached at the highest level. But 
which of the three members of the group were then operating at that level ? 

Shanti Prasad Jain and J. Dalnua said in their written statements that 
they were “not responsible” nor were they “parties” to cither the lerntina- 
tion or to the decision to terminate because they “ceased to be interested” 
from and after 31-5-48. They did not however say that they had no 
knowledge about the termination. But when Shanti Prasad Jain entered 
the witness box he said that he was not even aware of the termination : 

“g. You have told us that llie administration of the companies 
was in the hands of the Board of directors. 


A. Yes. 

g. Do you wish to suggest that as a director in both companies 
' you were unaware of the termination of the agreement. 

A. Yes. I was not aware of the termination of the agreement. 

g Prior to 1 1th June, 1948 do I understand that the question of 
the termination of the agreement was never raised between 
you and R, Dalmia and J. Dalmia. 


A. No Sir.” 

We are not able to believe this. Of course, he must at least heard 
about the termination. He admitted that he was f conccrnal w J. 
the management of both companies, at any rate so far as tlic jo.nt 'cniu w 
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is concerned up to 31-5-48. It is proved that he played a most important 
part m the formation of the partnership and in the buying of the chides 
and stores; also m the transfer of the R3-A Plant. He admitted in bis 
npphcation of 1-3-60 that at the “partition” it was agreed, in the interests 
of each others business, that the implementation of the separation by 
cessation of dhectorships and change of managing agencies, 

“should be carried out in such manner as not to dislocate the 
continuity of the business of the said companies.” 

In his evidence he explained tlie position thus : 

“If any officer is the director of any other company which went to 
the influence of other person, the other person will remain the 
director of that company only at the discretion of that person, 
the person to whose sphere of influence the company has gone. 
He will be just an outside director.” 

When Mr. A. C. Mitra argued the case of partition on behalf of 
J. Dalmia he explained the position thus, 

“even if I remain on the Board of Directors I dance to tlie tunc of 
person to whom the company went.” • 


Now Shanti Prasad Jain admits that he remained on as a director of 
both D. J. Airways and Allenberry after 31-5-48 and that he was a director 
■on 30-6-48 when Ex. . 37 purports to have been sigped. According to him 
both the ^companies went to the “sphere of influence” of R. Dalmia. 
Therefore, on his own admission, he could only have remained on as a 
.director in these two companies at the Jiscretion of R. Dalmia; and, 
according' to Mr. A. C, Mitra’s explanation of this, Shanti Prasad Jain’s 
•duty as director in these companies after 31-5^8 was to "dance to the 
tune of R. Dalmia.”' '• ■ ' ' ' : • 


Neither of these two statements conveys the idea of a complete cessa- 
tion of interest ^d responsibility; and of course, that could not be the fact. 
Unless there was some point in staying on the resignations would have been 
Immediate. 


But, quite apart from all this, we find it impossible ; to believe that 
•members of -this family who were so, clqse to. each other till 31-5-4.8, and 
•who, according to Shanti Prasad Jain, continued to be on the best of terms 
•even after the separation, would not, within a month, know anyAing about 
as big an upheaval as this in their own world and in the business world 
_generally. 

That was also Mr. Mitra’s argument when he was dealing with his case 
that the termination was not till March 1949 and that Ex. 37 was ante- 
dated. He said just what we have said, 

“a termination of this magnitude would have been known earlier if 
it had taken place in Jvme 1948.” 

He was dealing there with the knowledge of the shareholders. If that 
•was the position with outsiders how much more would it have been the case 
•\vith those who were so intimately connected with the family and witli the 
affairs of these two companies. We do not believe Shanti Prasad Jam 
and are of the opinion that he knew and that he was actively associated 

•with tlic termination. 
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S, N. Verma was called as a witaess by Shanti Prasad Jain who rehcd 
strongly on his evidence on other matters. In any event, Verma was bv 
no means hostile to Shanti Prasad Jain. He was asked a number of 
questions about the position of Shanti Prasad Jain in the affairs of 
Allenberry before 31-5-48. We will group the questions and answers 
under . different heads. 

We will first see what he tells us about tliose who were in real control 
of Allenberry’s affairs- 

“Q. Whose decision did you carry out? — the Board of Directors 
or R. Dalniia ? 

A. Most often R. Dalmia and Shanti Prasad Jain up to May 1948. 

* * « c 

A. I had no concern with the directors except Slianti Prasad Jain 
and R. Dalmia. 

. ■Sf * * 

Q. Would you name the persons whom you considered to be in 
authority ? 

A. (1) R. Dalmia, (2) Shanti Prasad Jain; and if they had givert 
any instructions they had to be carried out. 

Q. Does that mean that you took instructions from only Shanti 
Prasad Jain and R. Dalmia ? 

A. Yes and nobody else.” 

Next we will see what he tells us about those wlio were responsible lor 
Allenberry’s accounts. 

"A. Accounts department was supen’ised by Shanti Prasad Jain and 
subsequent to May 1948 by Shital Prasad Jain. 

iff V * * 

A. The accounts were supervised by Shanti Prasad Jain. 

* 

A. In Nov./Dec. 1947 the accounts were looked after by 
Mr. Shanti Prasad Jain.’’ 

Next we will see what he tells us about those who were responsible for 
in the affairs of the joint venture. 

"Q. Was the joint venture looked after by Shanti Prasad Jain ? 

A. Yes, up to May 1948.” 

From there we will pass on to Shanti Prasad Jain's responsibility in 
connection with tl*e Joint venture accounts. 

"A. This is a joint venture account. Allenberry were not cor.ccnicd 
with that. Allenberry was carrying out the business of the 
joint .venture as Allenberry. The accounting p.irt uas under 
the supers’ision of Shanti Prasad Jain. 

* r » 

S. N. "Verma was tlicn asked what bis responsibility was. as Gcncta! 
Manager, in respect of the joint venture accounts. 
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“Q. Who checked their correctness? 

A. Shanti Prasad Jain.” 

Lastly we will see what he says about the position of Shanti Prasad Jain 
<it the date of the termination of the joint venture. 

“Q. Who were' the directors at the time the agreement terminated ? 

A. I reniember Raizada as one of them and Shanti Prasad Jain 
had not been relieved.” 

It is also evident from other parts of this witness’s evidence that he 
regarded everybody else as cyphers in this company. For example, here is 
Tiis opinion of a man who has been relied on by Shanti Prasad Jain very 
strongly as one of the financial pillars of the group. 

"Q. Will you go through this letter and agree with me that Sbital 
Prasad Jain was in charge of the accounts of Allenberry even 
in September 1947 ? 

A. No. I can only say that he talked a lot of nonsense here. 

Q. Do you say that he wrote this totally irresponsible ? 

A. Of course.” 

We will pause here to remark that there seem to have been a remarkable 
number of “irresponsible” persons in charge of the affairs and accounts of 
these concerns. We have already drawn attention to two of Shital Prasad 
Jain’s letters (Ex. 106 and 116) in which he suggested manipulation of 
the accoimts, without, however, actually using ^e word; and also to 
N. C. Roy’s letter Ex. 268/20 in which he suggests manipulation, as well 
ns to a letter of D. N. Banerjee (Ex. 41 3 A) where he uses the same word. 
Even at the directorate level no director ever seems to have known anything 
about what was happening. Even J. Dalmia’s counsel described his client 
ns “the biggest dummy of them all” — a description which we think is 
probably true. But to get back to the evidence of S. N. Verma. 

A. I do not think that any directions given by Shital Prasad Jain 
would be followed at that time tvithout reference to Shanti 
Prasad - Jain.” 

He was asked about J. M. Gupta and he said, 

"A. I would not take any instructions from- J. M. Gupta. 

Q. Can you tell us why ? 

A. Because he, as far as I know, was not Shanti Prasad Jain or 
R. Dalmia.” 

These passages show, ^ 

(1) the extremely important position that Shanti Prasad Jain 
occupied in Allenberry; 

(2) particularly in all matters relating to the joint venture and tiie 
joint venture accounts; and 

(3) that he had not been "relieved” as a director when the joint 
venture terminated. 

•Now this word “relieved” imports something stronger than incie non- 
attendance at meetings and sudden lack of interest, especially in the case 
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of a man who to all intents and purposes was Allenberr>'. And what 
S. N. Verma says on this point is strengthened by Shanti Prasad Jain’s own 
statement that the others stayed on as directors at the discretion of the 
persons to whom the company went at the “partition." Add to this 
Mr. A. C. Mitra’s explanation and Shanti Prasad Jain’s further statement, 
that the idea was not to disrupt the continuity of the business, and we can- 
not but reach the conclusion that Shanti Prasad Jain’s continuance as a 
director was not just aimless fatuity. 

Before we examine the case of ante-dating that was raised by counsel 
for Shanti Prasad Jain and J. Dalmia for the first time during the arguments, 
we will set out the fact on which we rely to show that the termination of 
the joint venture was not only improper but fraudulent. As wc have 
said, this position is not controverted by counsel for Shanti Prasad Jain and 
J. Dalmia. On the contrary, they make it out to be an even bigger fraud 
than we had alleged and they drag in issues about forgery and so forth. 
But, as others are also involved, it will be necessary for us to base our 
conclusions on evidence and not proceed merely on the admissions of 
counsel. Also, we do not want to run the risk of being told again that 
counsel had exceeded their authority. 

According to Ex. 425/20-24 the total of the purchases made by the 
joint venture from the Director General of Disposes up to 14-6-47 came 
to Rs. 5,86,32,500. -The balance due was said to be Rs. 2,56,32.500. 
From this Rs. 10 lacs has to be deducted leaving Rs. 2,46,32,500. It 
follows that the payments made up to that date were Rs. 340 lacs. Shanit 
Prasad Jain said in his written statement that fay 30-6-47 the payments had 
risen to Rs. 366 lacs. 

The figure Rs. 5,86,32,500 includes Rs. 15 lacs for the R3A Plant 
which, according to Shanti Prasad Jain, was not then a partnership liability. 
Therefore, the half share of D. J, Airways in the balance of Rs. 5,71,32.500 
was Rs. 2,85,66,250- According to Shanti Prasad Jain also the im’f 
share was Rs. 2,85,66,250. 

The payments to the Director General of Disposals exceeded the 
Rs. 285 odd lacs that was the half share of D. J. Airways in the total 
purchase price. According to the interpretation put by Allenbcny on 
Ex. 36, D. J. Airways had to pay its half share of the total price first.^ 1 hat, 
as we sec, it did in full by 14-6-47. Shanti Prasad Jain al^o .ad/nittcd in 
his written statement that D. J. Airways had paid Rs. 4,10,456-3-8 more 
than its half share of Allcnbcrry by 30-6-47. Tlicrcforc the oblig.ations of 
D. J. Ainvays under Ex. 36 regarding its contribution to tlic purchase price 
were discharged in full. 

Under Allenbcrry’s interpretation of Ex. 36 the time had now come f(>r 
Allcnbcrry to carry out its undertaking and complete the payments to the 
Director General of Disposals out of the sales of the surplus vehicles and 
stores. 

According to the figures given by us in our statements of m.attcrs the 
sales realisations up to 30-6-48 exceeded tlic Rs. 2S5 odd lacs th.'d 
represented Allenbcrry’s half share in the purchase price for the vcfiidc- 
and stores. We said therefore, tliat as the stage had now been rc.adjcd r*.hro 
Alicnbcny would have to begin reluming the contribution made by D. J. 
Airways, the D. J, Group terminated the joint venture and rubbed D. J. 
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iUTm^of tSatiof “ by P“«”S fonvard a ftaadulent 


Sh^ti Prasad Jain contested our figures and said that the total sales 
realisations up to 30-6-48 were only Rs. 2,00,53,000 because we had 
'Oimtted to take into consideration the fact that the sales were often on credit 

;^d so there were large debits against the gross sales in the Customers 
ledger. 


If t^s is accepted, then it follows that the time had not yet come when 
:according to Allenberry’s interpretation of Ex. 36, it would have to beeiri 
xetuming D. J. Airways its Rs. 285 odd lacs. 


We wffl not stop to quarrel over accounting because, even accepting 
•Shanti Prasad J ain’s figures, the time was fast approaching when that would 
Jiave to be done; and that is enough for our purpose. 

The D. J . Group also found that the joint venture business was making 
large profits which AUenberry did not want to share with a public company, 
so. in order to obviate the repayment and the sharing of the profits tlie joint 
venture was terminated. The lack of good faith in this matter will be 
evident from the following facts. 

D. J. Airways had only two businesses, the airways business and the 
joint venture business. The airways business ran at a loss from the start 
and showed no signs of recovery. The direct loss during the joint venture 
period, was Rs. 11,81,890 and the actual loss, including overheads, was 
JRs. 19,08,810. 


• This loss is deducible from the audited balance sheet of D. J.- Aiiways 
as at 30-6-47 (Ex. 32). The profit on the sale of vehicles is shown there 
as Rs. 12,21,627-5-10; but the net profit carried forward to the profit and 
loss account is only Rs. 43,168-8-3. The difference of Rs. 1 1,78,458-1 3-S 
represents the loss on the aviation side of die business and the indirect 
expenses. 


In the next year’s balance sheet (Ex. 33) the profit on the sale of vehicles 
in that year is shown as Rs. 10,49,243-9-9. But a profit of only 
Rs. 3,18,892-2-0 was carried forward to the Profit and Loss account. The 
difference of Rs. 7,30,351-7-9 was due to the loss on account of the avia- 
tion business. 

The total loss on the aviation side during the two years was therefore 
Rs. 19,08,810. When the overheads are excluded the direct loss comes to 
Rs. 11,81,890. r . 

As against this the joint venture business was making large profits. The 
joint venture accounts were badly manipulated so as to minimise these 
profits, but when the accounts are properly recast they disclose a profit of 
Rs. 1,26,25,515 i.e. disclosed profit of Rs. 45.41,742 and suppressed profit 
•of Rs. 80,83;773. We shall deal with that in another place. At the moment 
it is enough to say that even their own audited accounts Ex. 32 and 33 dis- 
close a profit of Rs. 45,41,742 in which the half share of D- J. Airways 
•comes to Rs. 22.70,871. This works out to a yield of about 4% per year 
on D. J. Airways’ investment of Rs. 2,85,66,250. 

Now the capital of Rs. 2,85,66,250 that D. J. Air\vays invested in this 
business was almost fully secured because, even according to Allenberiys 
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records, the joint venture stock as on 30-6-48 was said to be worth 
Rs. 2,76,90,197, (Exs, 265, 61 and 389). According to us this figure is an 
undervaluation and if that was so the capit^of Rs. 2,85,66,250 was fully 
recovered. We will .deal with this in greater detail elsewhere. At the 
moment we will merely draw attention to what we saw in the case of tlie 
2323 veWcles namely, that vehicles whose cost was estimated at 
Rs. 47,19,800 sold for more than twice that (Rs. 1,02,62,705) during the 
joint venture period in a short span of 10 months. 


Another indication of the value of these stocks is that they were sold for 
at least Rs. 5,55,95,491 after the termination of the joint venture; in fact, 
the sales of a part only of these stocks between 30-6-48 and 31-12-50 
fetched profit to Allenberry amounting to at least Rs. 70 lacs. The joint 
venture would have got these profits if it had not been terminaled. This 
will also be dealt with in another place. All we will say here is that even 
according to their own books the capital of D. J. Airways was almost fully 
secured. There was therefore no point in ending the joint venture less than 
two years after its start just at the moment when the shareholders of the 
public company would begin to get a return on their investment. It must 
be remembered that from first to last not a pie was paid as dividend to the 
shareholders of D.J. Airways. 

Also, apart from what these documents reveal, we have the public state- 
ment of Shanti Prasad Jain and the Directors of D. J. Airways. 

Shanti Prasad Jain made a speech (Ex. 188) as Chairman of Allenberry 
at its annual general meeting on or about 27-2-47 and said that the disposal 
vehicles and stores part of Allenberry’s business had “big potentialities” and 
a “bri^t future” before it. He was also a Director of D. J. Airvyays at dial 
time. His optimism was evidently based on facts and is justified by the 
later developments. Anyway, he said that the deal in the purchase of the 
surplus vehicles had been “most successful” because 

(a) A “fair percentage” of the vehicles were “boxed and brand 
new”; 

(b) Allenberry was able to turn out and place on the market ihe 
maximum number of vehicles at about 25C^ higher prices; 

(c) Jeep were sold at 25% higher prices than any ether vehicles of 
a similar description; and 

<d) That during the first four months the Comp.any had been able 
to realise 25% of its investments jn disposal stock by 10% sale 
thereof. 

Mr. Shah said that this was merely “salesman's talk" and should not be 
aaken seriously. He said tliat Shanti Prasad Jain was talking in that vein 
for purely propaganda purposes. We do not agree, because the figures ih.a! 
we have set out justify his optimism. But if what Mr. Shah says about hb 
.client is true it only sen-cs the more to damn him. Mistaken optimism can 
. be excused when there is room for honest difference of view. But deliberate- 
ly to draw a misleading picture for the purpose of deceiving cannot be 
xondoned just because the purpose is propaganda. 
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The D^ecfOTS Report of D. J. Airways (Ex. 33) signed by R. Dalmia 
mso says that the working of the company during the years ending 30-6-48^ 
had been satisfactory and that they expected the future to be “bright”. • 

What then was the reason for the termination ? It will be easy to see 
why when we see who were controlling the two companies at that time and 
to whose mterest it was to make this very one-sided deal. No further com- 
ment will be needed. Ex. 37 is the letter of termination. The control at 
that date was as follows. Again we give a side by side .statement. 

AUenberry 

. . Shanti Pd. Jain (Director) 


. . H. D. Bishnoi (Director) 

R. P. Bajoria (Director) 

Brijmohan Jal Raizada (Director) 

Now we win see how this termination was carried out. Both B. J. 
Airways , (a public company) and AUenbepy (a private company) were D. J. 
Group concerns and were controlled by it; and Allenberiy was in exclusive 
management of the joint venture. The policy of the joint venture was 
directed by Shanti Prasad Jain and R. Dalmia both of whom also directed 
the policy of D. J; Airways. R. Dalmia was in addition the sole attorney of 
the mana^'ng agents, Dalmia' Jain and Co. The termination agreement 
-(Ex. 37) is signed by J. M. Gupta on behalf of D. J. Airways and by 
Brijmohanlal Raizada on behalf of Allenberrj'. J. M. Gupta is a self- 
conf^essed dummy. In the witness box he said that the only person he 
negotiated with was Brijmohanlal Raizada and that Brijmohanlal told 
him that if Shanti Prsad Jain had agreed to the termination he would also 
agree. It is clear tliat evep^hing hinged on Shanti Prasad Jain as Director 
of AUenberry persuading himself as Director of D. J. Airways (he was then 
a common director to both companies) to agree to the termination; and, as 
all the terms were in favour of the private concern belonging to his family 
it is not difficult to see that it was easy for him in one capacity, to persuade 
himself in the other, to agree. 

When Brijmohanlal was examined as a. witness, he said that he had 
no real voice in the control and did not know what was happening. All he 
did was to sign papers that were put before him. He said that he was never 
consulted about the joint venture business and could not even remember 
whether there ever was such a thing. This may or may not be true. But 
it all narrows down to the fact that Shanti Prasad Jain who was a director 
of AUenberry at that time conducted negotiations with himself on behalf of 
D. J. Airways. He was a common factor. Gne would have expected that 
men'like Shanti Prasad Jain and R. Dalmia would have insisted on indepen- 
dent advice for the partner company in these circumstances, if only for their 
own protections. 

This witness was very severelly attacked by counsel for Shanti Prasad 
Jain and J. Dalmia. It is true that he did not cut a happy figure in tlie 
witness box and that he confessed to many wong. But it is equally trac . 
that, , on the whole, he did not try to hide or cover up his fawts. He 
showed a very pronounced animus against Shanti Prasad Jam and R. Dalmia 


D. J. Airways 

Shanti Pd. Jain (Director) . . 

J. Dalmia (Director) . . .... 

J. M. Gupta (Director) 

R. K. Jain 

R. K. Dalmia (Agent of Dalmia Jain & Co. 
Managing Agents) 
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which is understandable. Shanti Prasad Jain wanted to have him recalled 
to the witness box so that he could cross-examine him further. We dis- 
allowed that for the reasons that we gave in our order of 18-1-62. In any 
»' case, the obj^t of the application was not to prove more facts but to dis- 
credit him still further.^ There would have been no point in wasting time 
over that and stUl less justification for allowing Shanti Prasad Jain to abuse 
the procedures pf cross-examination in order to exact revenge by imposing 
further humiliations. We recalled him once to allow Shanti Prasad Jain and 
J. Dalmia to cross-examine him and allowed counsel full latitude in cross- 
examining to credit. We have not relied on him, or any of llicsc oilier 
witnesses who seemed of doubtful value, except where they arc corroborated 
by what counsel themselves have said in the course of the arguments. So 
no prejudice has been caused to Shanti Prasad Jain who was given much 
more latitude than he would have been allowed in a Court of Law. But 
despite all the hard things that were said against Raizada Brijraolianlai 
there is this must to be said in his favour. He was then a young man only 
22 years old. He had just left college and was at once made The director 
of an important company. Of course, he was completely at sea and was 
wholly under the influence of Shanti Prasad Jain and R. Dalmia. He would 
naturally do what they told him; and in his bewildered inexperience he 
would hardly know right from wrong in the maze of deceit that we find w.-is 
practised in these companies by his older and more experience rclatit’cs. 

Now see the terms that these gentlemen obtained for themselves, or 
rather for their concern, AUenberry. First, the whole of this valuable joint 
venture stock was transferred to Allcnbeny, according to them “at cost". 
We have seen that this was favourite device. Having used the money of 
D. J. Airways without interest for the purchase of these vehicles tlicy pro- 
ceeded to divert them from the public company “at cost” so that the public 
company would get no benefit of profit out of the transaction. Wc saw that 
that was done with the R3A Plant. We saw it done with the 2323 vehicles; 
and now we find it done with the whole of die remaining stock. Wc will find 
the same technique in other places when wc deal with the supposed buying 
and selling of shares. 

It is true there is no' evidcnce to connect Slianti Prasad Jain and J. Dalmia 
with most of the later transactions so it would be improper to use them as 
evidence of their state of mind regarding the transactions that we liavc just 
mentioned; nor we intend to do so. Wc will not take into consideration 
any matter that occurred after dates on whicli they arc not shown to has’c 
been connected with any given undesirable practice. But the ones that sve 
have mentioned above can be used against them to show their stale of m’nd. 
because they occurred in tlieir time. 

When wc say tliat the vehicles were transferred “at cost" tli.al is wh.it 
AUenberry says in its books. Actually the transfer was well below cost 
as we will show when wc come to deal witli tlic question of unden'Dluatior!. 
The transfer was effected for Rs. 2,46,58,742 (Ex. 37 and Ex. 267/ 1 1 ) 
later changed to Rs. 2.76,90.197 (Ex. 398) whereas the true value at that 
time was ot least Rs. 5,55.95,491 because a part only of the ursold stock 
on 30-6-48 was sold for iliat sum between 30-6-48 and Fcbruniy 195>1. 
But even if wc take tlicm at tlieir word il means dial nl! this vety v.ilunl^e 
stock was transferred to AUenberry without a pic of profit to the ruMic 
company. 
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Let us examine the stock position a little more closely. The followinc 
documents show the total amount of disposal vehicles and stores purchased 
from the Director General of Disposals. 

Vehicles: 36,107 (Ex. 435) purchased as follows: 

Rs. 

on 11-7-46 ~ _ 1,80,00,000 Ex. 87 

18-12-46 ........ 91,32,500 Ex. 89/90 

2-8-46 _ 2,50,00,000 Ex. 92 


Total . . 5,21,32,500 

Stores: 22,302 tons on 11-9-46 44,42,805 Exs. 94 & 425/1 & 

■ IS 

R3-A Plant 27-8-46 ... . _ 15,00,000 Ex. 93 


Total . . 5,80,75,305 


Out of this the R3-A Plant was transferred to Allenberry “at cost”. Later 
2,232 vehicles are supposed to have been transferred to D.C.P.M. for 
Rs. 47,19,800 also “at cost”. And finally, when the joint venture was 
terminated the unsold stock at the date of the transaction was said to be 

Vehicles ; 26,754 out of the 36,107 purchased (Exs. 372 & 387). 

Stores: not less than 19,100 tons out of 22,302 (Ex. 371). 


The two together were valued at Rs. 2,46,58,742 subsequently changed 
to Rs. 2,79,60,197 (Ex. 398) and were transferred “at cost”. A glance at 
these figures will show that this was a gross undervaluation. Tlie proper 
valuation, was much higher. But ever on their own figures it means that 
29,077 vehicles out of the 36,107 purchased were transferred either to- 
Allenberry or to D.C.P.M. “at cost” and at least 19,100 tons of stores, 
out of the 22,302 purchased. 


Now this Rs. 2,46,58,762 was a gross undervaluation. This can fae 
seen in several ways. 

We have seen that there were 26,754 unsold vehicles at the date of this- 
transactions. Of these 722 alone were hypothecated to the Bharat Bank 
on tlie same date (30-6-48) for Rs. 77,39,000 (Ex. 391/110). The vehicles 
were 692 five-ton new Dodge trucks at the Calcutta' Moran Depot' and 30 
new G.M.C. Dumps at Calcutta. It is obvious that their market value would 
be much greater than their hypothecation value. 


Then we have the following statements 
31-12-49 Rs. 2,97,88,200 for 


furnished to the Bharat Bank : 

13,279 vehicles 
11,465 tons of stores- 
(Ex. 390/264) 


31-3-50 ■ Rs. 2,92,41,600 for 

31-10-51 Rs. 1,64,16,400 for 


12,971 vehicles 
11,356 tons of stores 
(Ex. 390/p. 276) 
4,062 vehicles 
10,984 tons of stores 
(Ex. 390) 


This reveals only a partial picture because the stocks pledged with the- 
Bharat Bank did not cover the entire stock. Only the stocks at “Calcutta 
and the Suburbs” were hypothecated (Ex. 453). The following stocks of 
vehicles' at Moran, Lucknow and Pakistan are not included in the figures. 

-given above. 
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Date 

Moran Lucknow 

Pakistan 

31-12-49 
31-12-50 .. 

7,398 1,030 

7,256 776 

Total . . 10,117 in 1949 and 8,681 in 1960. 

1.689 

649 

As regards the stores the following were not hypothecated. 

As on 28-2-49: 

Brooklyn 

Dirbugarh 

Lucknow 

tons 

4.700 

1.9(W 

900 


Total 

7,500 


Then we have a further fact. More than 18 months after this transac- 
tion the unsold stocks contained a large number of new unused vehicles. 
Allenben^ received an offer from Brazil on 27-3-50 to buy a number of 
new vehicles. It replied on 27-3-50 that it would be able to supply the 
following ; 

400 Dodge tracks 
200 Autocars 
50 Corbett Movers 


Even in February 1957 Alicnberry contemplated exporting Rs. 50 lacs 
■worth of Dodge Sparc Parts to Hong Kong. (Ex. 414). 

Tliis is the documentary evidence. It shows that there were large and 
valuable unsold stocks with the joint venture on 30-6-48. • \Vc also have 
the evidence of V. H. Dalmia. In answer to a question put by Mr. \'cd 
Vyas on behalf of R. Dalmia, the witness said : 

“Within a few days of the spare parts deal wc were offered 
Rs. 1,30,00,000 for the parts.” 

It will be recollected that these parts weighing 20,000 tons were pur- 
chased for Rs. 50 lacs on 1 1-9-46 (Ex. 94), that is, they were worth 260 Tf 
of their cost. 

There are even more indications of the real value of the unsold stocks. 
As we have seen, the value “at cost” is said to have been Rs. 2.46.58,742. 
A part of this stock was sold for Rs. 3,08,49,882 bptwen 30-6-48 (the date 
of the tennination) and 31-12-50, which meant that a large part was sold. 
Despite this there were further sales amounting to Rs. 2,81.33.867 
under ; 

lu. 


1951 sale in a lump to si.x parlies 
Further sales 

1952 Total s.i1es 

1953 Up to October 


1954 Februarj' to Asia Udyog (D. J. Aviation) in a lump . . 
Add 


Deduct proportionate sales price of the R3-A plant sold to As:.t 



Babncr 


_ , .S2.'47.2,'!5 
< 10 . 7.!, 113 
.31. .Si .7)0 


(Vn.OO.O'Vi 



c c • c f 
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Sales after October 9, 1953 are not Icnown. But these figures show 
that stocks valued at Rs. 2,46,58,742 on 30-6-48 were later sold for nearly 
twice their value, namely Rs. 5,55,95,491. We think that the proper value 
on 30-6-48 was (at least Rs. 4,24,34,113) was much higher. 

. Next we come to the Rs. 2,85,66,250, that D. J. Airways had invested 
in the joint venture. As we have seen the arrangement, according to Allen-' 
berry, was that AHenberry was to be repaid its half share of the purchase 
price (out of the sale proceeds) first. That was done by 11-6-48. Therefore, 
the time had come for repayruent of the other partner’s contribution. Instead 
of repaying it the ownership in the stock was transferred to Allenberry and 
D. J. Airways only got a book debit. Even according to AUenberr}'’s own 
books this represented 80% of the capital of D. J. Airways, which means 
that 80% of the capital of the public company v/as handed over to a private 
company by a debit balance. " 

In return, AUenberry agreed to repay D. J. Airways by instalments with 
interest at 4^%. The instalments were as follows : 

Rs. 1 crore on 30-6-49 
Rs. 1 crore on 30-6-50 
Balance by 30-6-51. 

No security or guarantee was either asked for or taken; nor were 
Allenberry’s bdance sheets scrutinised to see whether AUenberry was in a 
position to repay as promised. 

It wiU now be convenient to examine the case that counsel for Shanti 
Prasad Jain and' J. Dalmia sprang on us a surprise one month and five days 
after the arguments began. They said that the decision to terminate the 
joint venture agreement was not taken tiU about February 1949 and that 
the agreement. Ex. 37, was ante-dated. They said that their clients had 
resigned as directors long before this, so, not only did they now know 
anyfliing about the termination but they are not even indirectly responsible 
as directors. 

Mr. Misra made it clear this was not the case that had been set up 
by their clients. He said that in studying the documents it struck him tliat 
Ex. 37 must have been ante-dated; so he was putting this forward as an 
additional reason to show that his client and J. Dalmia know nothing about 
the termination. 

This case would, of course, involve charges of forgery against J. M. 
Gupta and Brijmohanlal Raizada who signed Ex. 37. It would also bring 

in other grave matters that have not been investigated. 

■ • 

When the Commission drew up its statements of matters it saw no 
reason to put forward a charge of this kind on the material before it. So 
no accusation of ante-dating and forgery was made in this behalf. 

When the written statements came in, not a single written statement, 
including those of Shanti Prasad Jain and J. Dalmia, even hinted at such a 
possibility. As a result the issues that were framed did not cover this 
matter; nor was a single question put to all the many witnesses who were 
examined to suggest that that had happened. 

Now it is evident that before we could reach such a conclusion it would 
be necessary to have the written statements amended and copies of the 
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amendnients would then have to be sent to those who would be involved 
m this sudden change of front. New issues would have been necessary-; and 
if anybody wanted to refute these allegations it would have been necessary 
to allow them to adduce fresh evidence if they so desired. 

An amendment to a pleading at such late stage, introducing an entirely 
new case and involving the consequences that wc have indicated, would 
only be allowed in very exceptional circumstances and for vciy special 
reasons. Normally it would be necessary to show discovery of new and 
important matter that could not have been discovered earlier witir the 
exercise of due diligence and care. No such thing was suggested here. The 
material on which counsel relied has been before us for tlic last 4 years and 
has been available ^or inspection during ail that time; and in fact has been 
inspected with utmost thoroughness. It would, therefore, not have been 
possible to allow an application for amendment on what we were told even 
if one had been made. 

However, in order to be sure that wc were not doing Shanti Prasad Jain 
and J. Dalmia an injustice wc allowed counsel to argue the point subject to 
it being disallowed on fuller consideration, especially if others objected. But 
now that the matter has been fully argued, and as wc do not think there is 
anything in it, we think it will be more satisfactory to deal with the matter 
on tlie merits rather than dismiss it on a technical ground. 

Mr. Misra based his arguments on five main points : 

(1) on the fact that the entires in Exs. 26/10 and 128/5 arc not 
in chronological sequence; 

(2) that an entry of Rs. 47,439-9-0, being the interest due up to 
30-6-48 is entered under that date in Ex. 128 and under date 
5-2-49 in Ex. 26/11; 

(3) that in Ex. 26/10 the profits Rs. 9,28,697-14-1 for the year 
ending 30-6-48 are entered first and die entry of Rs. 2.85,66.250 
for the amount of joint venture stock comes after it; whereas, 
according to counsel they should have been entered the other 
way round; 

• (4) that the auditors report for liic year ending 30-6-4S (Ex. 33) 
is dated 9-3-49, so the profits entered in Ex. 26/10 could not 
have been ascertained much before lliat; and 

(5) that the shareholders made no fuss about tlic termination at a 
general meeting held on 31-3-49 but created an upro.nr at a meet- 
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-They are all ledger entries and so could have been entered at any time 
and a .^ance through them shows that there are other entries of the same 
kind. For example : — . 

Ill Ex. 128 there is another entry that is not in chronological 'sequence' 
and at page 3 we find the same pattern in the sequence of the entries relating 
to the profits and the joint venture stock. In fact the sequence followed at 
page 5 for the year ending 30-6-1948 is the same as the sequence that was 
employed at page 3 for the previous year ending 30-6-1947. 

As regards Ex. 26/10 there are other entries at pages 10 and 11 that 
are not in chronological sequence. 

As regards the differences in the dates in the entries relating to the 
interest in Exs. 128 and 26/11, that may be due to the dates on which the 
advices were sent and received, or to an oversight of the clerk who wrote 
the entries or of the accountant who directed them. 

All these points might have been good corroborative evidence if there 
had been something more concrete to base on. But their significance is. 
sw'ept away by other facts that, in our opinion, are of more vital importance. 

If the joint yeilture was really carried on till February 1949, there must 
have been a host of officials and workers in the two concerns who would 
have known; in particular, the General Manager of Allenberry, S. N. Verma. 
Shanti Prasad Jain also, would have known, as he was a director of 
Allenberry till 4-12-1948. Even if what he says about his having ceased to 
take interest in these companies after 31-5-1948 is true he would have known 
after this Commission was appointed,, and certainly after we issued our 
statements of matters. He made the most exhaustive and minute enquiries, 
about everything we said and fell over backwards to “assist us” in the 
most minute detail about things in which he could hardly have been 
interested if he had no connection with the current of events after 31-5-1948. 
So he would certainly have uncovered a fraud of this character if there 
was anything in what Mr. Misra argued. Not only did nothing come to 
li^t but the questions that Mr. Shah put to S. N. Verma and other witnesses 
were based on the assumption that the termination was on 30-6-1948; so 
it is evident what his instructions on this point were. Tlie Commission 
asked Verma, 

“When was the decision communicated to you that the joint venture 
had been terminated?” 

He replied, 

“Somewhere after July and before December 1948.” 

Mr. Shah made no attempt to set this right on re-examination. We have 
already drawn attention to the passage in S. N. Verma’s evidence where he 
told us that Shanti Prasad Jain had not been relieved of his responsibilities 
as director at the time the joint venture terminated. 

As Mr. Misra admitted that he was acting on his own responsibility in 
raising this matter and not on instructions from his client, and as Mr. K. C. 
Jain adopted Mr. Misra’s arguments about this, we need not go into it any 
deeper. We hold that the joint venture was terminated on 30-6-1948 ana 
that the termination was not ante-dated. 
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So far wc have examined the position as at tlic date of the termination 
and have seen, that as matters stood on 30-6-1948, there was no justifica- 
tion for the termination from the point of D. J. Airw'a 5 's. Lxioked at straight 
in the face it means that R. Dalmta and Shanti Prasad Jain unashamedly 
grabbed the money and goods of a public company and handed them over 
to one of their private concerns for its benefit in exchange" for a bare 
promise from Allenberry which it did not keep. 

"We will now turn to the position of Allenberry after the transaction and 
see the profits that it made from the disposal stocks that it took over, profits 
in which the joint venture would have shared had the partnership continued. 

The balance sheets of Allenberry do not disclose a profit but that is 
because they were manipulated. "We will examine that in detail when wc 
deal with Allcnberry’s manipulations. If these balance sheets had been 
written up properly they would have disclosed profits as below from 
30-6-1948 to 31-12-1950 before adjustments for indirect expenses : 

Rs. 

Half year ending 31-12-19tS 17,:6,10S 

Year ending 31-12-1949 30.57.S24 

Year ending .-. 31-12-1950 2f>,85.S09 

Now had the joint venture continued, no adjustment for indirect expenses 
would have been warranted. All that Allenberry could have charged 
would have the reconditioning charges and the sales commission stipulated 
in the joint venture agreement, Ex. 36. 

The figures that we have given about the sales commissions charged 
are higher than in the joint venture period. Wc find from a computation 
that during the joint venture period the commission charged came to about 
2.4% on the gross sales. We think it would be fair to allow 2.5Cr. Wlicn 
that is done the profits that wc have given above will be slightly lower. 
After adjustment the adjusted profits will work out as below : 


Period 

Profits 
as above 

Commission Commission 
actually chargeable 

charged at 2-5 % 

Adjusted 

profits 


Rs. 

Rs. 

Rs. 

Rs. 

31-12-48 .. 

17,26,108 

1,34.216 

1.87,620 

16.72,704 

31-12-49 .. 

30,57,824 

1,86.838 

3.32,372 

29 12 290 

31-12-50 .. 

26,85,809 

56.411 

2.91. 9.^6 

24.50.:w 




Total 

70,35,278 


These profits would have been earned by the joint venture had it con- 
tinued. 

Now, we said that it was bad enough not to insist on D. J. AirAy.ny.s 
having independent advice in tliis matter; but tlicrc was in fact a direct 
breach of the law in this respect. The legal formalities that the Indi.in 
Companies Act, 1913, required were not observed. 

Clause 166 of the Articles of Association of D. J. Ains-ay.s (Ex. 85) 
requires that 

( I ) A Director must disclose at the meelin;: the nature of hi-, 
interest; and 

(2) If he has an interc.st. he must not vote, and if he votes his vote 
shall not be counted. 
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This is the exact wording of Sections 91 A and 9 IB of the Indian Com- 
panies Act of 1913. 

Shpti Prasad' Jain was interested in AUenberry and was also interested 
as a director of D. J. Airways; so he could not vote. 

J. M. Gupta and R. K. Jain must also be eliminated because they v/ere 
“indirectly concerned” with the deal and were “indirectly interested” in it. 
That brought Section 9 IB of the Indian Companies Act into play and 
disqualified them. 

J. M. Gupta was indirectly “concerned” and “interested” because he 
was a dummy who si^ed and acted according to the directions of R. Dalmia 
and Shanti Prasad Jain who were interested in the transaction. 

R, K. Jain was also indirectly “concerned” and “interested” because he 
was another dummy director and an employee of the Bharat Bank, a D. J. 
Group, concern. So he would have acted according to the interests of the 
D. J. Group who were interested. 

If these three persons are removed the only director left .is J. Dalmia 
and, apart from the fact that he is indirectly interested as a member of the D. J. 
Group, Clause 149 of the Articles of Association (Ex. 85) requires a 
quorum of two, and Section 9 IB of the Indian Companies Act says that the 
presence of an interested director shall not be counted for the purpose of 
forming a quorum. Therefore, there was no valid meeting. 

We are not being hypertechnical. The purpose of these provisions is 
to ensure that the company has an entirely independent vote : see Aiyer’s 
Digest of Company Cases, page 235 and 1936 ; 6 Co. Cases 90. It is 
another way of saying that the law requires an independent and disinterested 
vote just as much as it insists on independent and disinterested advice in 
Ae case of pardanashin ladies, minors and those under a disability. It 
is not something special of technical to company law but is a golden thread of 
common sense and fair play that runs through the whole fabric of the law. 

It is to be observed that the whole thing was such a hole and comer 
afiair, that even the Director’s Report (Ex. 33) given on 9-3-1949 says 
nothing about such an important matter. The transaction is not mentioned 
there thou^ it took place on 30-6-1948 and left D. J. Airways with only 
the losing part of the total . business. 


(VIVIAN BOSE) (V. R. SEN) (N. R. MODY) (S. C. CHAUDHURI) 
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CHAPTER 1 


D. J. AVIATION 


A. Formation 

D. J. Aviation was floated supposedly for the purpose of taking over the 
aviation business of D. J. Airways, but, as in the case of D. J. Ainvavs. 
that was only a blind and the pattern was very much as before. 

The real promoter was R. Dalmia. He guided the policy regarding 
the promotion. But, as in' the case of D. J. Airways, he remained in the 
background and put forward a set of dummies who purported to be the 
promoters though they had no financial stake in the concern. 

The persons who signed the Memorandum of Association (Ex, 132) 
were 

M. P. Modi 
V. H. Dalmia 
Shadi Lai Saiuja 
L. N. Pathak 
J. M. Gupta 
S. L. Verma 
Kail?.sh Chandra 

The last also signed the memorandum of association of D. J. Airway;, 
as subscribers. We have already dealt with them in that connection am! 
need not repeat what we have said there. We have also dealt wiili V. 11. 
Dalmia when examining the control of Allcnbcrry. At that time he was 
only 21 years old. On 11-3-48 he was three years older; but in an;, 
case, he ceased to be a director on 1-8-48, that is. before the compan; 
started functioning — and he never attended a single board meeting. 

Of the others, M. P. Modi is a son of R. Dalmia's sister and i, an 
employee of the D. J. Group, He also ceased to be a director before 
the company started functioning, that is, he was a director only up to 
21-8-48. He attended only one preliminary meeting of the Board. 

Shadilal and Pathak arc both employees of R. Dalmia and his con?* 
panics. All these persons, except V. H. Dalmia are men of small niemr. 
who would never have been able to take on the job of floating a comp.ny, 
for Rs. 2 crores on their own. 

J. M. Gupta, one of the directors was questioned closely about w!>. ; 
the directors did and in the end he said. 

“Witness is asked whether the Board of Directors .acted on the 
directions of M. R. Jain and S. L. N'crma or whctlu-r 
exercised an independent dberetion. He an'-wers th;.; the 
main man was R. Dalmia and that these two peooro '.scr.' 
working under his directions. It follows that the Bo, td ,'1 
Directors took their instructions from R. Dalmia a-; com-a;-*!’- 
cated through M. R. Jain and S. L. Wrm.i." 
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We also find the same kind of misrepresentation made to the Controller 
of Capital Issues as was found in the case of D. J. Airways. J M Gupta 
w^ again chosen to make the application (Ex. 133). It wiU be remember- 
^ that he had also signed the previous application (Ex. 80) relatint^' to 
D. J. Airways. In the present application he said that 

“the formation of this company is being carried out in deference 
to the instructions of the Air Transport Licensing Board, 
Government of India, New Delhi, who want us to reconstitute 
the present set up of the Dalmia Jain Airways Limited bv 
floating this separate company exclusively for taking over its 
Air Section" 

The letter is dated 13-10-47. 

The application proposed that the name of the new company should 
be Dalmia Jain Air Ltd. The Registrar of Joint Stock Companies objected 
to this and said that the name should be changed. So J. M. Gupta again 
wrote to the Examiner of Capital Issues on 13-12-48 (Ex, 134) and asked 
that the date of the sanction should be extended to 28-2-49. 

In this interval a very important change had taken place, namely the , 
joint venture business was terminated on 11-6-48 as from 30-6-48 and 
so the only business left for D. J. Airways was its air business. It is 
obvious that there was no need for a fresh company to do air business 
exclusively if that was all that D. J. Airways was . doing at this date. 

J, M. Gupta was asked to explain this and he said that he was not able 
to give any explanation. 

We next find that the statements that the company was being floated 
to do air business and that a capital of Rs. 1 crore was wanted for the 
purpose were blatantly untrue. In the case of D. J. Airways there was 
at least some pretence of doing air business; but in this case there was not 
even that. From start to finish it did no air business, and when P. S. 
Patke was asked whether “any part of the money of D. J. Aviation was 
used for the purposes set out in the application Ex. 133A”, he said 

“I agree that no part of the money was used for those purposes. 
This was because we could not do so though we wanted to.” 

_ Now they had the experience of D. J. Airways before tliem. Their 
first and only temporary licence issued for D. J. Airways had expired by 
then and they made no attempt to get a fresh one — not even a fresh 
temporary licence. ' - 

Mr. Ved Vyas was at pains to underline, in his cross-examination of 
G. Ramachandran, a point that the witness had already made namely, th^ 
except for two persons whom the liquidator had appointed, the sone staff 
was taken over by D. J, Aviation; and that is exactly what we want to 
draw attention to here. There was no change in the situation, and no 
change was intended; there was no infusion of fresh blood. Now_ we have 
seen at an earlier stage that the entire amount psid for the administrative 
salaries for the Air section of the D. J. Airways ousiness was 

Rs. 1567-12-0 up to 31-7-49 Ex. 45 

Rs. 1300-0-0 uprto 31-7-50 Ex. 46 

Rs. 1200-0-0 up to 31-7-51 Ex. 47 
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It is evident that no airways business can be run on those lines and 
we know that it came to a standstOI in the hands of D. J. Ainva\-s. There- 
fore, when the same rtall w'as taken over it is clear tliat there was no 
more intention to run an airways business after the transfer than there Jtad 
been before. It follows that the representations made to tltc Controller 
of Capital Issues that the new company was being formed to run an 
auways business and that it would require Rs. 1 crore of capital was false 
and knowingly false. 

B, Share Capital 

We will now turn our attention to the share capital of Rs. 1 crore and 
see how it was made up. 

The initial subscription to the share capital, amounting to Rs. 1 crorc. 
was made up of 75 lacs ordinary shares of Rs. 10 each and 25,000 
preference shares of Rs. 100 each. The capital was raised as follows : 

(a) D. J. Airways subscribed to 750,000 ordinary shares and 250 
preference shares : total Rs. 75,25,000; and 

(b) Bharat Insurance subscribed to 24,750 preference siiarcs : 
total Rs. 24,75,000. 

At that time D. J. Airways was a public limited company in which 
the investing public held more than 85 per cent of tire shares; while in 
Bharat Insurance its shareholders and policy holders had a substantial 
stake. 

But though this was the supposed state of affairs tlic facts arc mislead- 
ing because Sre Rs. 1 crore was not subscribed in cash. Only Rs. 10,000 
was received in cash. (Ex. 136) and tlie balance represented the indebted- 
ness of D,C,P.M. We have dealt with this when examining the inter- 
company investments of D. J. Airways and we will show later nl the date 
of the allotment D. J. Ains'ays was already indebted to D. J. Aviation to 
the extent of Rs. 90,000 and that tlierefore tlie allotment meant that D. J. 
Aviation was giving financial assistance to D. J. Airways to enable it to 
subscribe for D. J. Aviation shares, Tiiis contravenes sections 5*tA(iil 
and 77B and C of the Indian Companies Act, 1913. 

In the case of Bharat Insurance also nothing was paid in carii. Tne 
Rs. 24,75,000 was simply debited to the account of D.C.P.M. in the fxx'>l;s 
of D, J. Aviation on the strcngtli of credit advices {See Exs. 42 and 39). 
Therefore, here again D. J. Aviation gave Bharat Insurance fmanci.a! 
assistance to the extent of Rs. 24,75,000 xo enable Bh-arat Insurance to 
buy 24,750 preference shares of D. J. Aviation. 

It follows that the statement in the Etatu(or>’ report. Ex. 38. that R<. 1 
crorc was raised “in cash” for the shares allotted up to W-0~i9 vr.i-. f.abc. 

The auditor, Sodhbans (W. 2) said that in his opinion “carii received" 
is the same as “money owing” and tliat therefore he was justified tn ccrii- 
fying in Ex. 38 that the Rs. I crorc had been received in cvrii. V.c arc 
clear that that is not so, and in our opinion the st-atement ccnustutc' .a 
second misrepresentation to tlic Controller of Cnpit.'il Issues, namely t*!.";’ 
the issue was all for cash. This was also a misrepresentation to the share- 
holders. • 
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The facts set out above were also misleading on another score. Though.^ 
D. J. Airways was the beneficial owner of Rs. 75,25,000 worth of shares, 
they were never entered as shareholders in the register of shareholders. 
Instead, their shares were held benami by a number of persons, all of 
whom were either relatives or employees of the D. J. Group or ’its con- 
cerns. M. P. Modi, V. H. Dalmia, Kailash Chandra, Shadi Lai Saluja, 
L. N. Pathak and Hari Ram Goyal each held 5 ordinary shares, while 
P. S. Patke and M. L. Sodhani each held 25 shares and M. R. Jain held. 
110. But the biggest holders were the following : 


J. M. Gupta 

S. L. Verma 

Shital Prasad Jain 

and the three Raizadas each held 


]00;505 ordinary and 25 preference 
100,405 ordinary and 25 preference: 
242,900 ordinary and 25 preference- 
102,000 ordinary and 50 preference- 


Of these persons we examined J. M. Gupta and Brijmohanlal Raizada. 
The, latter said that he did not own any of these shares and did not even 
know or ask whose benamidar he was though he presumed that he was- 
a nominee of R. Dalmia. He said that he signed the application forms,, 
Exs. 57/5 and 67 and the transfer deeds, on being told that, 

“you have not to pay any money; you have only to sign.” 


He said that his brothers did the same. 


J. M. Gupta also told us tliat the shares were not his property and that, 
he was a nominee of D. J. Airways. He said that he thought he signed! 
blank transfer deeds along with the share applications and that so far as- 
he was concerned this was routine. 

The way in which the allotments were made is described by J. M. 
Gupta. He was a promoter and one of the first directors. He was asked. 
whether it was necessary to allot Rs. 1 crore worth of shares to the persons- 
we have named above. His answer was, 

“I did not give any thought to the matter, as two persons, namely,. 
M. R. Jain and S. L. Verma were handling the work. They 
were taking instructions straight from R. Dalmia, and because 
they put the matter before me, I agreed to this allotment,, 
including the allotment of Rs. 10,07,550 worth of shares to- 
myself.” 

As the total administrative salary of the entire D. J. Aviation staff up' 
to 31-7-49 was only Rs. 1,567-12-0 (Ex. 45) it is hardly likely that these 
two persons were paid by D. J. Aviation. 

J. M. Gupta also told us that, 

“the main man was R. Dalmia and these two persons” (M. R. Jain 
and S. L. Verma) “were working under his instructions. It 
follows that the Board of Directors took their instructions from 
R. Dalmia as communicated through M. R. Jain or S. L. 
Verma.” 

It will be seen therefore that there were certain initial illegalities and 
irregularities as in the case of D. J. Airways. First, the promoters were 
not honest with the Controller of Capital Issues. They told him that 
D J. Aviation was being formed for taking over the air business of D. J. 
Airwavs when that was not true. They also told him that the aviation 
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:assets o( D. J. Airways would be taken over by D. J. Aviation against pay- 
ment in cash (Ex. 133A). That also, was not true because the assc'ts 
were not taken over by D, J. Aviation and the main assets were later 
handed over to D.C.P.M. “at cost”. 

They also said that the shares were allotted against Rs. 1 crore “cash 
received” which again was not correct. These representations and the 
methods of allotment infringed Sections 54A(ii) and 77(3) (b) and (c) 
■of the Indian Companies Act, 1913. 

The object of these untrue representations was — 

(1) to avoid disclosure of the true position, namely, that Rs. 1 
crore worth of shares had been allotted to nominees of D. J. 
Ainvays and Bharat Insurance without rcccivinc; the hulk of 
the share application money (lis. 99 lacs) in cash; and 

(2) to give indirect financial assistance to D.C.P.M. in respect 
of the Rs. 99,87,963-15-6 that it owed D. J. Airways and 
Bharat Insurance at that date. 

The misrepresentations were made by J. M. Gupta at the instance of 
R. Dalmia. 

We will now examine the effect of these transactions and see how they 
were brought about. We will first turn our attention to D. J. Ainvays'. 
What happened there was this. 

First Rs. 75,15,000 was debited to D. J. Ainvays in the books of 
D. J. Aviation (Exs. 40 and 41). 

Then, out of that sum Rs. 75,12,963-15-6 was transferred in ilie 
■account of D.C.P.M. in the same books. 

As regards Bharat Insurance, another Rs. 24,75,000 was debited to 
the D.C.P.M. account. 

Thus the total amount debited to the D.C.P.M. account was 
Rs. 99,87,963-15-6. 

So the picture at this stage was that D.C.P.M. owed D. J. Aviation 
Rs. 99,87,963-15-6 and tlic capital of D. J. Aviation was shown ns fully 
paid up to the extent of Rs. 1 crore. 

This mean that D.C.P.M. received financial assistance from D. J. 
Aviation to the extent of Rs. 99,87,963-15-6. As against this the share- 
holders of D. I. Airways never received any dividend on the ordinary- 
shares of D. J. Aviation held by it; and the loss of dividend to the riiarc- 
holders of D. J. Airways was an indirect loss to the investing public. 

So much for the happenings up to the date ol the fonnntion of D. L 
Aviation. We will now sec what happened after that. 

€. Inter-Company Loans and Advances 

One was tliat R. Dalmia utilised this company for tlic putpow of 
furthering his scheme of usinc the institution of coqxrratc csi^tcncc to 
pulate inter-company loans “and advances. Instead of ccr, ducting rut 

business for which alone sanction was obtained from the Contro.'cr r. 
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Capital Issues, the company was utilised for the purposes just set out 
This is to be gathered' from the following facts. • 

(1) On 28-2-49 D.C.P.M, was indebted to D. J. Airways to the 
extent of Rs. 60,21,452 and to Bhmat Insurance to the extent 
of Rs. 33,33,407. Bbth these sums were repayable on demand 
and both carried interest; also the investing public had a 

■ ' substantial stake in D. J. Airways Md the policy holders in 

•Bharat Insurance. 

(2) D. J. Airways subscribed to the shares of D. J. Aviation to the 
extent of Rs. 72.25 lacs and Bharat Insurance to the extent 
of Rs. 24.75 lacs. Between them these two companies held 
the entire paid up capital of D. J. Aviation. Now both these 
companies were then controlled by R. Dalmia, which meant- 
that R. Dalmia also controlled D. J. Aviation. 

(3) To meet the liabilities incurred by subscribing to the shares 
of D. J. Aviation as above both D. J. Airwa 5 ^s and Bharat 
Insurance drew hundies on D.C.P.M. in favour of D. J. Avia- 
tion. But D. J. Aviation did not realise these hundies in 
cash. Instead of that, D. J. Aviation debited the account of 
D.C.P.M. in its books with the amount of the hundies, namely,. 
Rs. 99,87,963-15-6 and took no security for the debt. 

The over-all effect of these manoeuvres was this. In the books of 
D. J. Airways and Bharat Insurance, the indebtedness of D.C.P.M. to- 
them was wiped out and was substituted by the shares of D. J. Aviation, a 
company that had no assets against its supposedly paid up capital of Rs. I 
crore, except the unsecured indebtedness of D.C.P.M., Rs. 99,93,963-15-6,. 
and &e cash and bank balance of Rs. 3,554-12-0. 

Now' instead of using the subscribed capital for air business, almost 
the whole of it was either debited to D.C.P.M. or was invested in the 
shares of sister companies in which the D. J. Group was substantially 
interested. This will be seen at a, glance from the following table : — 

Date Deposit \vith DCPM Investments Total Ex. No.. 


31 - 7-49 
! 31 - 7-50 
31 - 7-51 
31 - 7-52 


Rs. 

99 , 93 , 963 - 15-6 — 

16 , 05 , 310 - 1-3 86 , 00,000 

44 . 51 , 668 - 5-9 56 , 42.578 

— 98 , 70,000 


99 , 93 , 963 - 15-6 
1 , 02 , 05 , 310 - 1-3 
1 , 00 , 94 , 246 - 5-9 
98 , 70 , 000 - 0-0 


45 ' 

46 

47 
218 


The extent of the investments as on 31-7-50, 31-7-51 and 31-7-52 and 
the companies in whose shares the investments were made are shown 

below : — 


Company 


31 - 7-50 31 - 7-51 31 - 7-52 


D.C.P.M. 

Jaipur Udyog 
Allen Motors 
LESCO 
Gwalior Bank 
Edward Keventers 
Delhi Glass Works 
Oxygen Acetylene 
Bennett Coleman 


2,00,000 

70 , 00,000 

25,000 

11 , 92,022 

1 , 82,978 


11 , 50,000 

40 , 00,000 

25,000 

42,978 

1 , 12,500 

6,100 

6,000 


40 . 00 . 000 

26 . 00 . 000 

6,00,000 


86 , 00,000 56 , 42,578 98 , 70,000 
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_ Not one of these shares, purchased by D. J, Aviation, were held by it 
in its own name, and not a single dividend was received on any of t?5cm 
durmg these three years, except Rs. 55,017 from LESCO. 

Nor can these shares be classified as good and sound investments from 
any normal business point of view. Tlic only object of floating D. J. 
Aviation was to enable R. Dalmia to make advances to D.C.P.hf/and to 
buy and sell shares in sister concerns for his ultimate benefit. This will 
be apparent from the following analysis of the buying and selling of shares 
by D. J. Aviation, the only business that this company conducted apan 
from lending money to D.C.P.M. We give below a tabic showing the 
value of the investments held by D. J. Aviau'on at die end of each of its 
financial years : — 


Date Amount Percentage to the Ex. N'o. 

Rs. paid up capital 


31-7-50 86,00,000 86 46 

31-7-51 56,42,578 50 47 

31-7-52 98,70,000 98-7 218, 219,784,5. 

7.85 

31-7-53 1.86,64,464 186-7 220,23! 

31-7-54 1.22,25,397 122-3 443, 471 .!72 

31-7-55 1,24,28,223 124-3 789 

31-7-56 1,56,65,114 156-7 473, 474 475 


The next table shotvs the value of tlic total purcha.scs and .s-ales of 
shares in each of the financial years and tlic value of die shares held .at tlic 
close of each financial year : — 


Year 

ending 

Opening 

Balance 

Purchases 

Sales 

Closing 

Balance 

l-x. So. 

31-7-50 

Nil. 

86,00,000 

— 

86,00,000 

46 

31-7-51 

86,00,000 

17,98,000 

47,47,022 

56,42,578 

47 

31-7-52 

56,42,578 

1,15,25,391 

72.93,969 

98,70,000 

218 

31-7-53 

98,70,000 

1,16,85,364 

28,91,000 

1,86,«,4&S 

2-0, 2’ t 

31-7-54 

.. 1,86,64.464 

14,03,519 

88,07,390 

1,22,2S,:'97 

453.-'.:i.-'.T2 

31-7-55 

.. 1,22,25,397 

58,92,645 

41,89,819 

1.24,28.223 

789 

31-7-56 

. . 1,24,28,223 

1,98,86,348 

1,63,40,132 

1,56,65,114 

•'73,474.475 


In the year ending 31-7-55 D. J. Aviation suffered a loss of Rs. 15 i.tcs 
on the sale of fifteen A-Qass shares of Bennett Coleman to Bharat Unbn 
Agencies; and in the next year ending 31-7-56 it lost Rs. 3.00,33 j on Lhc 
sale of shares in Dalmia Dadri Cement, Bennett Coleman, At!cnb:rry .md 
Indian National Airways. 

Another point to note is diat on 30-11-55 D. J. Aviation sold 2j9,f'i2 
shares tvhen it held only 209,882. Tlic value of the excess of cO.AlW 
shares was Rs. 35,937-8-0. 


We will now look at diis from another angle, 
made in 23 companies all controlled bj' R. Dalmia, 


Tlio invc.stmrnts wc; 
but the bulk of d: 
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investments were in 13 private limited companies. The ratio of invest- 
ment in public limited companies compared with those in these 13 private 
limited companies is given below : — 


Year 
ending ' 

Investment 
in public 
companies 

% age of 
total 

investment 

Investment ' 
in private 
companies 

% age of 
invest- 
ment 

Total 

31-7-50 

15,75,000 

18 

70,25,000 

82 

86,00,000 

31-7-51 

12,05,078 

21 

44,37,500 

79 

56,42378 

31-7-52 

26,00,000 

26 

72,70,000 

74 

98,70,000 

31-7-53 

95,24,434 

51 

91,40,030 

49 

1,86,64;464. 


Now the payments for the purchase and receipts of the sale proceeds 
in most of these cases were credited and debited respectively to the account 
of D.C.P.M. up to 1953 and thereafter to other companies such as South 
Asia Industries and Bharat Union Agencies. 


None of these companies was registered with the Stock Exchange 
except ’LESCO, Rohtas Industries and Bharat Insurance. There were 
consequently no market quotations for their shares; but we find that the 
same type of shares was purchased at varying rates at short intervals. 
Here are some examples taken from the list set out in our statement of 
matters relating to Dalmia Jain Aviation. 


]. Patiala Biscuit, Ordinary 

27-2-1954 70,005 shares bouglit at 

30- 9-1954 20,000 

31- 12-1954 72,842 


14-2-1955 

35 .. ■ ; 

30-9-1955 

47,000 

2. L.E.S. Co. 

(1) A Class Ordinarj- 

20-4-1950 

7,1 19 shares bought at 

30-4-1952 

14,129 .. ' 

17-2-1953 

' 

30-11-1955 

10,000 

(2) B Class Ordinarj- 

11-2-1955 

500 shares bought at 

30-11-1955 

198,630 . . . . 


(3) B Class Preference 

30-11-1955 

49,990 shares bought at . - 

31-7-1956 

12,000 • . 


3. Dalmia Dadri Cement 

(1) Ordinarj' 


On 17-2-1953 at - • 

between 16-9-1954 and 25-11-1954 
7-12-1954 •• - . • • 

23-1-1955 and 26-3-19^5 
30-9-1955 

19- 4-1956 

30- 4-1956 
15-5-1956 

20- 7-1956 

31- 7-1956 


-/!-/ 

-/4/- 

- 121 - 

-/4/- 

2 /-/- 


.. 130 

.. 200 

.. 250 



.. 25 
.. 12 


7 

8/1/8 to 8 
6/8/0 

8/1/7 to 8/1/- 
10 /- 
14/- 
7/4/- 
10 /- 
15/- 

10/- and 20/- 
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(2) Preference 


17-2-1953 

16-9-1953 10 28-10-1954 

25-11-1954 

7-12-1954 

30-12-1954 

7-1-1955 

12-9-1955 

30-9-1955 

19-4-1956 

5-5-1956 

30- 6-1956 

31- 7-1956 


70 

SI 

80 

106 

60 

81 

SS/5/4 

100 

130 

100 

73 

100 


But what is eveu more significant is that a block of shares would be 
bought on one date and then re-sold for exactly the same price after a 
short interval. In the cases that we list below the interval varied from 
14 days to 10 months : — 


Company 

Shares 

Rs. 

Purchased 

Sold 

Period 

held 

monilv' 

d.ays 

Govan Bros 

1.200.000 (Ord.) 

1.635.000 (Pref.) 

30-10-1951 

30-4-52 

6-0 

6-0 

Lazarus & Co 

175.000 (Ord.) 

287.000 (Pref.) 

I4-1I-I95I 

164-52 

5—0 

5-0 

Rohtas Industries 

33,750 (Ord.) 

23-2-1952 

30-3-52 

1-6 


111,000 (Pref.) 

30-3-1952 

14-52 

0-18 

National Bank, Lahore . . 

50,516 (Ord.) 
56,188 (Pref.) 

24-3-1952 

16-4-1952 

304-52 

1-6 

0-14 

D.C.P.M. 

125.000 (Pref.) 

30-9-1950 

28-2-5 I 

5—0 

Jaipur Udyog 

1,750,000 (Ord.) 

31-10-1951 

31-1-52 

3-0 

LESCo 

925.470 (A) 
266,552 (B) 

29-4-1950 

28-2-51 

10-0 

Rajputana Investment . . 

90,000 (Ord.) 

30-9-1950 

28-2-51 

5—0 

300,000 (Pref.) 
50,000 (Defd.) 

14-1I-I95I 

31-1-52 

2—16 

2—16 

Tcmaxco 

7,500 

30-9-1951 

26-11-51 

1—26 


It is clear from the above that these were not ordinaiy- business invest- 
ments. D. J. Aviation made neither gain nor loss. 

One of the objects of these transactions was to window-dress the balance 
sheets of these companies. We. will select D.C.P.M. as an illustrative case. 
To understand this it must be borne in mind that the accounting year of 
D. J. Aviation ended on the 31st July and that of D.C.P.M. on the 2Sth 
of February. 

In the case of D.C.P.M. we find tliat the following transfers were made 
by D. J. Aviation to D.C.P.M. on 28-2-1952, the last' day of the cccaimtin^ 
year of D.C.P.M. In each case the transfer was for exactly the s.tmc price 
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Aat D. J. Aviation had paid for the shares when purchasing them; and in 
three cases the shares had been purchased from.D.CP.M, itself; 


Company 


Amount 

Rs. 

' Purchased 
from 

On 

(Date) 

LESCO ■ A Class . 

B Class 
Gwalior Bank 

D.C.P.M. (Deferred) 
Rajputana investmen - 
D.C.P.M. (Ordinary) • 

. . . • 

9,25,470 

2,66,552 

1.40.000 

1.25.000 
• 90,000 

_ 2,00,000 

D.C.P.M. 

Govan Bros. 

R. Dalmia 

29- 4-1950 

30- 9-1950 

11-8-19-49 


Total . 

17,47,022 




In the next accounting 3 rear of D.C.P.M., namely the year ending 
29-2-1952, the transfers were not effected quite as crudely, that is to say, 
they were not effected on the last day of the accounting year but were 
V spread over the year. But the same characteristics prevailed, namety, that 
the shares were ransferred to D.C:P.M. for exactly the same price for 
which they had been bought; also, in many cases, as in the ones we have 
just examined, the vendor was D.C.PM. We list the instances below; — 


Company 


Amount 

Rs. 

Purchased 

from 

On 

(Date) 

Gwalior Bank 


42,978 

D.C.P.M, 

29-4-1950 

Jaipur Udyog (Ordy.) 


17,50,000 


31-10-1951 

Temaxco 

' Rajputana Investment ; 



! 7,500 

R. Dalmia 

30-9-1951 

(Ordy.) 

(Defd.) 

. . 

3,00,000 

50,000 


14-11-1951 

Allen Motors 

, , , , 

25,000 

/Jlcnbcrry 

31-3-1950 

Oxy. Acetylene (Ordy.) . . 


6,000 

Govan Bros. 

30-9-1950 


Total .. Rs. 21,81,478 


The same pattern was followed in D.C.P.M.’s year ending 28-2-1953. 
The instances are ; — 


Company 

Amount 

Rs. 

Purchased 

from 

On 

(Date) 

Govan Bros, (Ordy.) 

12,00,000 

D.C.M.P. 

31-10-1958 

(Pref.) 

C. Lazarus (Ordy.) 

(Pref.) 

Ed. Keventer 

Bennett Coleman . . 

16,35,000 

1,75,000 

2,87,433 

1,12,500 

28,91,400 

GoN’an Bros. 
Jaipur i. ; 
Traders. 

14-11-1951 

30-9-1950 

14-11-1951 

Rohtas Industries . . 

(B. Pref.) . . 

33,750 

; 1,11,000 

R. Dalmia 

23-3-1952 

13-3-1952 


Total . . Rs. 64,46,083 




' These figures show that in these three years Rs. 1^03,74,583 worth of 
shares that had been purchased by D. J. Aviation were transferred to p.C.P^. 
at post price, and of this no less than Rs. 64,22,433 consisted of shares that 
were purchased from D.C.P.M. itself and then sold back to it for the same 
pnee, after holding them for a short interval. It is obvious that tliese were 
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not normal business transactions and that the object was to assist, in this 
case, D.C.P.M. 


So much for the transfers to D.C.P.M. We do not intend to set out 
the rest at length; but in addition to the Rs. 1,03,74,583 worth of shares 
tr^ferred to D.C.P.M. a further Rs. 73,43,000 worth were similarly dealt 
with between 31-8-1950 and 5-7-1954, the transferees being Rashtrj'a 
Agencies, Bharat Union Agencies, Edward Keventers and the Punjab 
National Bank. 

Now, an airways company with a paid up capital of Rs. 1 crore docs 
not buy Rs. 1,77,17,583 worth of shares in the course of 4 years only to 
re-sell them at the same price, and do this, not once or twice, but keep on 
doing it. There can, therefore, be no doubt that the investments of E). J. 
Aviation were used for improper puq^oses. Apart from the facts set out 
above, which speak for themselves, there is the additional factor that all 
this extensive buying and selling of shares was done without the knowledge 
and prior sanction of the directors. P. S. Patke (W. 7) told us fliat the 
directors knew about these dealings only when the final accounts (tliat is, 
the balance sheet and profit and loss accounts) were placed before tltcm 
for approval. They were not told the position of the company even at the 
end of each financial year. 


We think it is legitimate to infer that the object of these manoeuvres was, 

(1) to represent in the balance sheets of D. J. Aviation as on 
31-7-1950 and 31-7-1956 that the company held valuable 
investment; and 

(2) to reduce on paper the indebtedness of D.C.P.M. which stood 
at Rs. 9'9, 87,963-15-6 in Ex. 38 and at Rs. 99,93,963-15-6 in 
Ex. 45', also 

(3) to reduce the burden of the interest h’ability of D.C.P.M. even 
though the interest was as low as 3%. 

Touching this matter of interest, the position was this; during the years 
1948—57 the Bharat Bank used to charge 4i to 6% interest on the loans 
given to its clients, depending on the amount and duration of the loan, 
the nature of the security and the reputation of the party. D.C.P.M. tlicrc- 
fore could not have obtained an unsecured loan of nearly Rs. 1 crorc at 
less than 6% interest. But by getting the Rs. 99,93,963 from D. J. Aviation 
from 7-2-1949 to 31-7-1952 at only 3% D.C.P.M. was benefited to the 
extent of 3%, that is, to the extent of Rs. 10,49,370. 

The interest liability was reduced stiH further by transferring unremu- 
nerafive shares of large amounts to D. J. Aviation by way of interest at 
Rs.' 15,86,343. 

That figure is reached as follows : 

Interest 6% or Rs. 99,93.963, tlic amount due from D.C.P.M. from 7-2-1949 
to 31-7-1952 i.e. for 3 i years 9,9?. ,4.9 


Lrss Actual Income to D. J. Aviation during that period by siay 

of Interest 

dividend . , . . 


Rs. 4.57.3.f0 
Rs. 55,017 





Net loss of interest to D. J. Aviation 
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In our opinion^D. J. Aviation was fraudulently floated for the improner 
purposes that we have analysed above, and after floatation the fraudulent 
purposes were carried into effect in the way just described. 

M primarily .responsible are the directors, namely, 

M. L. Sodham, G Ramachandran, P. S. Patke, Manmohanlal Raizada, 
R. Sharma and S. K. Sanghi. But these persons were mere dummies and 
tte shares were m reality bought and sold at the instance of R. Dalmia 
He IS the person really responsible. 

T^e auditor, P. S. Sodhbans, was also an accessory in that he wilfully 
certified the Statutoiy Reports and. Balance Sheets, Exs. 38, 45, 46, 47 and 
218, under the Indian Companies Act, 1913, knowing them to be false. 

We will now examine in detail the part that the auditor played in this 
and other Dalmia concerns. 


D. The Auditor : P. S. Sodhbans 

Messrs. Sodhbans & Co., whose sole proprietor is P. S. Sodhbans, were 
the Statutory Auditors of the following companies mentioned in the notifi- 
cation S.R.O. 2993 of 11th December, 1956; 

Dalmia Jain Aviation Ltd., 

Dalmia Jain Airways Ltd., 

Lahore Electric Supply Co. Ltd. 

(known as Asia Udyog Ltd.) 

For the sake of convenience, we wall refer to Sodhbans & Company as 
“Sodhbans”. We will deal with each company separately. 

Dalmia Jairi Aviation Ltd. 

(2) This company was incorporated on 11th March, 1948 with a capital 
of Rs. 1 crore. Its Statutory meeting was held on 9th July, 1949, and the 
Statutory Report (Ex. 38) under item 1 thereof shows “Shares allotted 
up to 10th June, 1949 and cash received up to the aforesaid date” as 
follows : — 



Number 

of 

Shares 

Nominal 
value ' of 
each 
share 

Cash 

received 



Rs. 

Rs. 

“(a) Allotted subject to payment therefor in cash 

Preference ■ . . 

Ordinary 

25.000 

75.000 

100 each 

10 each 

25.00. 000” 

75.00. 000 


It may thus be noted that there was a categorical statement that cash 
had been received to the extent of Rs. 1,00,00,000. In item 2 of the Statu- 
tory Report dealing with “the receipts and payments of the Company up 
to the aforesaid date” it is shown that Rs. 25,00,000 have been received 
for the Preference Shares and Rs. 75,00,000 for the Ordinary shares. 

(3) The Statutory Report has been certified by P. S. Patke (the personal 
Sccrctar>' to R. Dalmia) and by M. L. Sodhani, as Directors. Sodhbans 


0 
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certified the Statutory Report as correct in. accordance with Section 77(4) 
of the Indian Companies Act, 1913, in so far as the Report related to the 
shares allotted by the company and to the cash received in respect of such 
shares and to the receipts and payments of the company. 

(4) The said Statutory Report was false and so was Sodhbans’ certifi- 
cate. Reasons are as follows : — 

(i) At a Board meeting held on 21st December, 1948, 7,500 
Ordinary shares (Re. 1 paid up) and 250 Preference shares 
(Rs. 10 paid up) were allotted to certain faenami persons, 
acting for D. J. Airways, as per the list placed before the meeting 
(Ex. 56/4). A sum of Rs. 10,000 was paid in cash by debit 
to Bharat Bank Ltd., as per voucher (Ex. 136). The balance 
of Rs. 90,000 was debited to D. J. Airways (D.J.A.) as per 
voucher Ex. 41, dated 5th February, 1949. 

(ii) On 7th February, 1949, shares of the value of Rs. 74,25,000 
were allotted to the nominees of D. J. Airways as set out in 
Ex. 56/5. This amount was not received in cash, but instead 
an entry was passed debiting D. J. Ainvays (Ex. 40), 

(iii) Thus, by virtue of the above allotments, D. J. Airways was 
indebited for Rs. 75,15,000 (Rs. 74,25,000 plus Rs. 90,000 
as above) and after crediting D.J.A. with Rs. 2,036-0-6 on 
31st May, 1949, for preliminary expenses incurred by it on 
account of D. J. Aviation, the amount due from D. J. Amvays 
was Rs. 75,12,963-15-6. On 31st May, 1949, D. J. Airways 
drew a hundi on D.C.P.M. in favour of D. J. Aviation and 
D.C.P.M. therefore became indebted to D. J. Aviation for the 
amount. 

(iv) On 7th February, 1949, 24,750 shares were allotted to the 
Bharat Insurance Co. Ltd., but this amount was not received 
in cash. Instead, D.C.P.M. sent a credit advice and the amount 
of the allotment was debited to D.C.P.M. 

(v) Thus, D.C.P.M. became indebted to D. J. Aviation for 
Rs. 99,87,963-15-6 as at the date of the Statutory Report as 
under : — 


Rs. 

{a) For allotment to nominees of D. J. Ainvays 75,12,963 15 6 (iii above) 
(h) For allotment to nominees of Bharat Insurance 24,75,000 0 0 (iv above) 

99,87,963 15 6 


and this amount has been shown in the Receipts and Payments 
account of the Statutory Report as "Deposits”. 

(vi) In his written statement of 14th July, 1960 Sodhbans, beyond 
admitting that he audited the Statutory Report, raised tlie smoke 
screen of ‘limitation’, pleading that he was under no obligation 
to explain the audit done by him over eight years ago. He 
then said that the matter had already been explained by him 
in the witness box. 
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(vii) We will, therefore, seek enli^tenment from his statements as 
a witness (W. 2). In the course of his examination, he made 
the foUowmg statements : — • 

(a) When shown the Statutory Report (Ex. 38) he said : 

“I recognise my signature there. , The receipts of the 
Company are shown as 25 lakhs of shares (Pre- 
ference) and 75 lakhs (Ordinary). This was in 
accordance with the shares allotted up to 10-6-1949 
and cash received up to the aforesaid date. I say after 
aU my years of practice that a statement ‘cash receiv- 
ed’ is &e same as money owing because it is owing 
as money m the Bank is owing. I made no distinc- 
tion between parties from whom the money is owing. 
They may be weak or strong, big or small.” 

(b) When shown the figure of Rs. 99,87,963-15-6 described 
as “deposits” in the Receipts and Payments section of the 
Statutory Report, Sodhbans said — 

“the word ‘deposits’ means that the company has the cash 
and has made the deposit with somebody else. There- 
fore, my Statutory Report means that out of the one 
crore of rupees received by the company in cash a 
sum of Rs. 99 lakhs and Rs. 87,000 odd was deposited 
with someone else. I would be surprised if the cash 
of a crore was not received by the company and if 
the Rs. 99 lakhs odd were not deposited out of it witli 
someone else.” 


(c) When the witness was confronted with Exs. 39, 40 and 41 
dated 1-2-1949, 5-2-1949 and 5-2-1949 respectively and 
Exs. 42, 43 and 44, he admitted, that they bore his audit 
ticks, but tried to maintain that even after looking at them, 
Statutory Report was correct. He said : — 

“These vouchers show the deposits made by D. J. Aviation 
in cash and deposited with D. J. Ainvays”. He then 
turned a somersault and said “They do not neces- 
sarily show deposits in cash. These are journal 
vouchers. Journal vouchers are not prepared when 
cash is received or paid. Journal vouchers are made 
■ when adjustments are made. And these adjustments 
are in the form of deposits.” 


(4) Again, let us see how' Sodhbans helped R. Dalmia in perpetuating 
this theory of the issued Ordinary and Preference shares having been paid 
up in cash As we have observed above, he took the stand in certifying 
the Statute^ Report that the Share Capital was issued and paid for in cash. 
He had to keep it up. If wc look at FORM ‘F which laid down a fonri 
•of Balance Sheet under the Indian Companies Act, 1913, pd which had 
to be observed by aU companies, imder the heading of “capitm , a distmc- 
tion had to be made between “shares issued for payments in cash’ and 
“shares issued as fully paid up pursuance to any contract without payment 
being received in cash”. The easiest way for Sodhbans to get out of his 
predicament was just to ignore this statutory requireinent and say notog. 
Therefore, we find in the two Balance Sheets he audited as at 31st July, 
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1950 and 31st July, 1951 (Exs. 46 and 47) that he was silent about this 
requirement. He knew that the issued capital was never received in cash, 
but having so stated in the Statutory Report, the best thing he could do 
was to forget the requirements. In his examination on this point, he said : — 

“I- am aware of the fact that Form ‘F requires that there should 
be distinction between shares issue.d as fully paid up without 
payments being received in cash, and shares issued for payments 
in cash. There is' no such distinction in the balance sheet of 

D. J. Aviation .The reason is because the amount received 

in respect of the shares was deposited with other companies as 
cash recoverable. According to me. Form ‘F’ makes no distinc- 
tion betwen amounts that are received in cash and amounts 
that are owing. A receipt by the company and payment by the 
company is not necessary when the amount is shown as received 
in cash.” 

He then went on to say that he would substantiate his statement from 
authorised books and promised to send references before 24th January, 
1959, be having been examined on 20th January. 

(5) The above testimony clearly indicates that the so-called “deposits” 
were never received in cash but book adjustments were made. To become 
a deposit with a Bank or with any other party, the company must first 
have the cash that it can deposit. We have seen here that no cash was 
received; but paper entries were passed to create a company with an issued 
capital of Rs. 1 crore, except for Rs. 10,000 received against the first allot- 
ments and Rs. 2,036-0-6 for preUminary expenses. The balance of 
Rs. 99,87,963-15-6 was not in existence, and the statements in paragraph 
1 of ibe Statutory Report that the shares were allotted for cash and these 
amounts were received in paragraph 2 (Receipts and Payments Account), 

, all of which statements were certified as correct by Sodhbans, were wholly 
’ incorrect and false. He is equally guilty of not observing the requirements 
of Form ‘F’ which was done obviously on purpose, and for reasons mentioned 
in Paragraph 4 above. 
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CHAPTER I 


UNDER STATEMENT OF SALES FOR HALF YEAR ENDED 

31 - 12-1948 

The sales of Disposal Vehicles and Stores during the half year ended " 
31-12-1948 were fraudulently understated in the audited accounts of 
Allenbcrry to the extent of Rs, 16,27,258, 

The object was to understate the profits of Disposal Vehicles and Stores 
business in order to benefit Allenberry and the D, J, Group. 

The total sales shown in the audited accounts (Ex. 65) for Disposal 
Vehicles and Stores for the half year ended 31-12-1948 were Rs. 58,77,559 
as under : 


Rs. 

Vehicles .. • 36,46.391 

Stores 22,31,168 

58,77,559 (Ex. 108) 

In a letter dated 2nd September, 1949 (Ex. 267/6-7) from Allcnbcriy. 
Calcutta, to Allenberry, New Delhi, marked for Ac attention of Shitnl 
Prasad Jain, N. C. Roy, Accountant, showed sales for the relevant half 
year as follows ; 

Rs. 

Vehicles .. .. 38,70,334 

Stores 24,04,817 

62,75,15” 


Also in letter dated 7th September, 1949 (Ex. 400) from Allenberry, 
Delhi, to Allenberry, Calcutta, B. N, Kanagat mentions the same figures 
for the sale of Vehicles, namely, Rs. 38,70,334. But, in his comments, 
he adds that the sales for the half year ended 31-12-1948 amount to Rs. 51 
lacs and odd and complains that N. C. Roy has shown only Rs. 38,70,334. 

In reply to the last mentioned letter, N. C. Roy from Calcutta xxTOtc to 
Allenbcrry at New Delhi (Ex. 399) on 4th October. 1949 giving the figures 
of Rs. 38,70,334 for sales of vehicles and showed Uic details of branch-wise 
sales. In the same letter, N. C. Roy confirmed the figures of stores sales at 
Rs. 24,04,817 but added that this figure did not include the sales of branches 
at Nagpur and Dacca. 

In the absence of account books, it is not possible to determine whether 
the vehicle sales arc, in fact, Rs. 51 lacs and odd or whether tliey arc 
Rs. 38,70,334. In cither case there was a suppression of sales, and assumint: 

• 377 
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the sales of vehicles to be Rs. 51 lacs', the understatement was Rs, 16 27 258 
as follows ; ’ 

Rs. 

" Vehicles 51,00,000 

Stores .. 24,04,817 

75,04,817 

Less: • 

Sales shown in the audited accounts 58,77,559 

16,27,258 

In the alternative, the understatement was at least Rs. 3,97,592 if the 
vehicles sales are taken at R's. 28,70,334 as under : 


Rs. 

Vehicles 38,70,334 

Stores 24,04,817 

62,75,151 

Less: 

Sales in the audited accounts 58,77,559 

Under statement of sales 3,97,592 


As we have stated, the object was to understate the profits to benefit 
Allenberry and the D. J. Group and the benefit of the suppression of sales 
arose by virtue of the saving in Income-tax. If the suppression is lo the 
extent of Rs. 16,27,258, then the benefit sou^t to be reaped by saving of 
taxes amoimts to Rs. 7,11,925; or, alternatively if the suppression amounts 
to Rs. 3,97,592, then the corresponding benefit would be fo. 1,73,946. 

The persons directly responsible are those who signed the balance sheet 
as director, namely, Shital Prasad Jain, Brijmohanlal Raizada, K. B. L. 
Chordia and the Secretary of the company, B. N. Kanagat. 

Of these, Shital Prasad Jain has not replied and K. B. L. Chordia has 
taken technical objections. 

B. N. Kanagat has stated that he was not concerned with the affairs of 
the company for the half year ended 31-12-1948 and in any case he had 
nothing to do with the accounts of the company. 

B. L. Raizada has disclaimed all knowledge, stating that he was sitting 
in Delhi. 

H. D. Bishnoi has replied that he has not signed the balance sheet nor 
did he remember having authorised the entries on the basis of which the 
balance sheet was prepared. 

Sh^ti Prasad Jain and J. Dalmia have given the usual reply that as the 
matters concerned took place after 31-5-1948, they are neither concerned 
nor responsible. 



CHAPTER II 

INFLATION OF SELLING AND DEPOT EXPENSES OF DISPOSAL 
BUSINESS FOR THE H.Y.E. 31-12-48 

The selling and depot expenses of the disposal vehicles and stores busi- 
ness were wrongfully inflated in the audited accounts of AUcnbcrry for the 
half year ended 31-12-1948. 

The object of the inflation was, 

(a) to ^ve a gloomy and distorted picture of the disposal business 
dumg the period immediately following the termination of the 
Joint venture in order to justify the termination; and 

(b) to understate the profits with the consequent advantages it 
entailed in the evasion of Income-tax. 

The audited accounts of AUenberry for the year ended 31-12-48 (Ex. 65) 
show disposal vehicles selling expenses and depot expenses at Rs. 67,97,692 


as follows ; — 

Rs. 

Vehicles Selling Expenses 23,26,650 

Depot Expenses 44,71,042 


76,97,692 


The total profits of the Joint Venture for the four half years ended 30lh 
June, 1948 were Rs. 45,41,742, notwithstanding the fact, as mentioned in 
the earlier Volume, that the profits were suppressed during that period; but 
in the half year ended 31-12-1948, that is to say, 6 months immediately 
following the termination of the Joint Venture, the audited accounts (Ex. 65) 
show a direct loss of Rs. 9,20,133 and that too before any adjustment was 
made to charge the ‘cost of sales’ against the sales affected in the half year. 
If that bad been done, the loss would have been much higher than 
Rs. 9,20,133. 

The above mentioned loss in the accounts was due to wrongful inflation 
of expenses. And if we are to compare the percentage of similar expenses 
to sales as between half year ended 31-12-1948 on the one hand, and the 
four half years of the Joint venture ended 30-6-1948 and the rivo succeeding 
years 31-12-1949 and 31-12-1950 on the other hand, we cannot but arrive 
at the conclusion that there was manipulation of the expenses. The percent- 
age of selling and depot expenses conunencing with the half year ending 
31-12-1946 up to the year ended 31-12-1950 are as follows ; — 


0) 

(2) (3) 

(4) 

Period 

Expenses 
Sales (o) Selling 

PcTCcnt.agc 
of (3) to (21 


(6) Depot 


31-12-1946 

(Ex. 58) 

Rs. Rs. 

56,78,367 (a) 7,40,628 

(6) 11.69.204 

Rs. 

(a) 13-04% 

(fc) 20-59% 


19,09,932 

33.63% 


379 


380 


(1) 

(2) 

(3) 

(4) 

30-6-1947 
(Ex. 59) 

2,00,87,830 (a) 

(b) 

29,58,532 (a) 
28,24,030. (6) 

14-72% 

14-05%, 


, 

57,82,562 

28-77% 

31-12-1947 .. 

(Ex. 60) 

1,53,59,993 (c) 

(6) 

37,88,773 (a) 
21,65,597 ib) 

25-31% 

14-09% 



60,54,370 

39-40% 

30-6-1948 
(Ex. 61) 

1,55,19,797 (fl) 

(6) , 

26,14,490 (fl) 
17,71,886 ib) 

16-84% 

11-41% 



43,86,376 

28-25% 

31-12-1948 . . 

(Ex). 65) 

58,77,559 (o) 

ib) 

22,26,650 (fl) 
44,71,042 ib) 

39-58% 

76-06% 



67,97,692 

115-64% 

31-12-1949 . . 

(Ex. 66) 

.. ■ .. .. ,1,33,25.408 (a) 

(b) 

17,07,012 (fl) 
30,88,276 ib) 

12-81% 

23-17% 



47,95,288 

35-98% 

31-12-1950 . . 

(Ex. 424) . 

.. .. .. 1,04,88,165 (a) 

ib) 

15,64,115 id) 
11,18,946 (6) 

14-91% 

10-66% 


. 

26,83,061 

25-57% 


It is also pertinently noticeable that there was an abnormal fall in the 
number of vehicles sold in the half year ended 31-12-1948, and up to 
31-12-1950 the sales in the half year under review were the lowest on record, 
namely, 1,023. 

The absurdity of is further high-lighted by the fact that the vehicles 
sold during the relevant period totalled Rs. 36,46,391, while the major ex- 
penses for re-conditioning, overhauling, repairing and consigning totalled 
Rs. 59,32,959 as follows : — 


Rc-conditioning expenses 
Stores and Sparc parts (Consumption) 
Salaries & Wages (Production) 
Consignment' Expenses 


Rs. 

5.81,392 
25,01,421 
17,49,020 
11,01,123 - 
(Exs. 425/p. 9 & 11). 


Again, to explain it in another way, the total sales of disposal stores 
and vehicles amounted to Rs. 58,77,559 whereas veWcles selling expenses 
and depot expenses amounted to Rs. 67,97,692. It is admitted that some 
of these expenses may constitute non-variable overheads, but a large part 
of these expenses is directly connected with sales or are overheads of a 
variable nature. 


As we have stated above, the disposal vehicles during die half year 
have shown a direct loss before charing the ‘cost of sales’, and if one were 
to assume su6h cost at 60% of the sale price, the ‘cost of sales’ chargeable 
against the sales of Rs. 36,46,391 would amount to Rs. 21,87,834. 
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Therefore, there is very little room for doubt that manipulaiioa had 
taken place in that half year. 

In the absence of the account books and the relevant documents, it is 
not possible to determine the exact amount of manipulation, but even if we 
are to take the estimate most favourable to the persons concerned by com- 
paring the highest percentage of expenses to sales which happened to be in 
the year ended 31-12-1949, the extent of manipulation would amount to 
approximately Rs. 43,13,678. The relevant details have shown in Appendix 
‘A,’' of the Statement of Matters concerning Manipulation — Section F : 
Allenberry. 

The persons responsible arc the same as mentioned in the preceding 
Chapter on understatement of sales for the half year ended 31-12-1943. 




CHAPTER III 

FRAUDULENT MANIPULATION OF INDIRECT EXPENSES FOR 
1949, 1950 AND 1951 

The extent of the manipulation in indirect expenses was as below : — 

1949 — ^Rs. 16,44,458 Excess charged (Ex. 66) 

1950 — ^Rs. 2,82,308 Excess charged (Ex. 424) 

1951 — ^Rs. 12,66,330 Under charged (Ex. 419). 

The object of the manipulations was to bring the profit and loss in Allcn- 
berry’s business, other than that of disposal vehicles and stores, at nil in 
each of the years ending 31-12-1949, 31-12-1950 and 31-12-1951, in order 
to— 


(a) evade the proper incidence of income-tax; and 

(b) to put off the assessment of profits of the disposal stock business 
to tax until the whole of the deal was concluded. 

There was no allocation of indirect expenses as between the normal 
business of Allenberry and tlie disposal stock business on any recognised 
basis of apportionment, but all the expenses were debited in the first instance 
to the general profit and loss account, and the excess of the debit side over 
the credit side of the Profit & Loss Account was charged off to the disposal 
stock business account, reducing the general Profit & Loss Account to a nil 
figure of profit or loss. Moreover, since no attempt was made to value the 
closing stock of the disposal goods at the end of each year but the balance 
was merely carried forward as stock in hand, the effect of charging inflated 
expenses to tlie disposal stock business account was likewise to inflate Utc 
value of the closing stock from year by year. 

As the allocation of indirect expenses to the general business and the 
disposal stock business was not done on any recognised basis and since tlie 
relevant books of accounts have not been, made available, the allocation has 
been made on a proportionate basis, namely, 

(fl) interest has been allocated proportionately as between the dis- 
posal stock and other slocks on the assumption that interest was 
incurred on the amount laid out in the stocks; and 
(b) the indirect expenses have been allocated in the proportion of 
the turnover of the respective sections. 

On this basis the following position emerges : — 


Period 

Total 

indirect 

Expenses 

Amount 
attributable to 
Disposal Stock 
Business on 
a proportionate 
basis 

Amount 
charpctl to 
Disposal Stock 
Business 

Excess (-1- ) or 
defiettnes' ( — ) 
charred to 
Disposal Stock 
Business 

1949 

81,11.165 

44,56.373 

61,00.831 

(+)I(;4.!.458 

1950 . . 

62,10.389 

39.89.802 

42.72.110 

(^->2.82.308 

1951 

40,9t,189 

30.54,494 

17.88.164 

(-) 12,66.3-0 


3S3 
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It may be argued that it did not make any difference as to. whether 
two overheads were excess allocated or short charged as between the two 
departments of the same business, but the excess or the under charge to 
reduce the general business results to nil, was done probably with the appre- 
hension that the income-tax authorities might not have allowed the loss of 
the general business to be set off against the profits of the disposal business 
in the later years, considering them to be separate business. • 

The persons responsible were the following directors who signed the 
balance sheets as of the respective dates shown against their names : — 

(1) B. L. Raizada (31-12-1949)\ 

(2) M. L. Raizada (31-12-1949) 

(3) . R. Sharma (31-12-1949, 31-12-1950 and 31-12-1951) 

(4) R. P. Mittal (31-12-1950 and 31-12-1951). 

The. Secretary, R. P. Gurha, signed the balance sheet as on 31-12-1951. 

B. L. Raizada in his written statement has said that although he signed 

the balance sheet as at 31-12-1949, he is not responsible because' the Com- 
mission itself has named certain persons, though not directors, as being’ 
in control of the- affairs of AUenberry or at the head of the Control Office 
incharge of accounts. From this he infers that he is personally not guilty 
of manipulations as these might have been engineered by others or he had 
no knowledge of the details. Needless to say, this is a very novel defence 
because assuming that other persons may have been in control of the 
accounts, the Director concerned is certmnly on a higher plane than those 
who look after the accounts of a company. 

M. L. Raizada, while admitting that he signed the balance sheet, has 
stated that he was appointed on 17-3-1951 and because he saw the balance 
sheet properly checked and after seeing the signatures of the Auditors and 
other Directors, he must have signed the balance sheet ‘just as a matter of 
conformity’. He then goes on to say that even as a Director he was not 
incharge of the accounts sections nor was he sitting in the Control Office 
taking initiative or deciding matters of accounting procedure or policy. This 
again is a very novel defence, if not a stupid one, because he regards ttic 
signing of a balance sheet in his capacity as a Director as ‘a mere conformity’ 
and also considers that because he is not looking after the accounts he as a 
Director is not responsible. There is hardly an instance in any company 
where all or any of the Directors are looking after the accounts. If every 
Director raises the same kind of defence, the duties of a Director and specifi- 
cally tliose where he takes responsibility for the signing of the accounts 
would be reduced to a mere farce. 

Both R. P. Gurha and R. P. Mittal have raised technical objections 
without entering into the merits of the case. 

Shanti Prasad Jain and J. Dalraia have stated that they were neither con- 
cerned nor responsible because all of tlie above took place after 31-5-1948. 



CHAPTER IV 


SUPPRESSION OF PROFIT ON DISPOSAL BUSINESS IN THE H.Y.E. 
'31-12-48, YEAR ENDING 31-12-1949 AND YEAR ENDING 31-12-1950 

In the h.y.e. 31-12-1948, that is to say, in the six months immediately 
following the termination of the Joint Venture, Alicnberry’s audited accounts 
disclosed sales amounting to Rs. 58,77,559, against which were chareed 
inflated selling and depot expenses, as explained in the preceding Chapter, 
amounting to Rs. 67,97,692, thereby showing a loss of Rs. 9,20,133. This 
loss was before any adjustment for the ‘cost of sales’ against the sales 
credited in the accounts, and had this been done, the loss would have been 
still larger than what was disclosed. 


In Chapter I, we have indicated that the sales were suppressed by a 
figure of Rs. 16,27,258, and in Chapter 11, we have indicated that on the 
most favourable interpretation the selling and depot expenses were inflated 
by Rs. 43,13,678. 

Thus, there were considerable manipulations in the accounts of this half 
year. 


In the two years ending 31st December, 1949 and 1950, the sales cre- 
dited in the audited accounts, assuming tliese to be correct, amounted to 
Rs. 1,32,94,892 and Rs. 1,16,77,430 respectively. The audited accounts 
show neither a profit nor a loss in the disposal business during dicsc two 
relevant years nor was any adjustment made for the cost of salc.^ chargeable 
against the sales. Instead, the disposal stock account was credited with the 
sales, debited with the expenses, and the resultant figure was merely carried 
forward as the value of the stock on hand. Tlic closing stocks in the rcK-ani 
balance sheets were described as being "at book value”, and the .so-called 
book value was arrived at in the manner just indicated. 

The object of these manipulations was — 

(a) to suppress the fact of the disposal stocks being substantially 
under-valued during the Joint Venture and taken over by Allcn- 
berry at book value on die termination of the Joint Venture; 

(b) to evade the anamolous position which would have arisen in the 
value of the stocks if tlic previous policy of deliberate inflation 
of the cost of sales had been pursued in the post-joint venture 
period; and 
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the Joint venture period, the average percentage of profit made in the post- 
joint venture period amounted to 23% of the sales. Now the sales in the 
relevant periods are as follows : — 

Half year ended 


Sales credited in the P. & L. A/cs 

Sales suppressed 

Sales credited in the audited accounts for 1949 
Sales credited in the audited a/cs, for 1950 


Profit at 23 % 

Less: Commission 

1948at2J% .. .. .. Rs. 

on sales of Rs. 75,04,817 1,87,620 

Less charged in the a/cs. 1,34,216 

1949 at 2i-% on Rs.1,32, 94,892 .. .. 3,32,312 

Aess: charged in the a/cs , 1,86,838 

1950 at 2i % on sales Rs. 1,16,77,430 . . 2,91,936 

Less: charged in the a/cs . . 56,41 1 


Rs. Rs. 

58,77,559 
16,27.258 

: 75,04,817 

1,32,94,892 

1,16,77,430 


3,24,77,139 


74,69,741 


53,404 


1,45,534 


2,35,525 , 

4,34,463 


Profits from 1-7-1948 
to 31-12-1950 70,35,278 


The- above adj'ustment for commission has been made at 2^-% to assess 
the position as it would have been had the Joint venture continued and had 
Allenberry been paid 2i% on sales as in the Joint venture period. The 
actual debit in the accounts for the commission has been deducted from 
this 2i%. From this it will be seen that the profits suppr^sed from 
1-7-1948 to 31-12-1950 amounted to Rs. 70,35,278 and had the Joint ven- 
ture continued half of this profit, namely Rs. 35,17,639 would have ensured 
for the benefit of D. J. Airways. 

As we know that the Joint-venture was, in fact, terminated, Allenberry 
succeeded in evading its proper incidence of income-tax on Rs. 79,55,411 
as under ; — 

Rs. 

Suppressed profits as above 70,35,278 

Loss for the h.y.e. 31-12-1948 as shown in the audited accounts . . 9,20,133 

79,55,411 


As the books of accounts have not been produced to us, we arc unable 
to say that the accounts for the years succeeding 1950 disclosed any portion of 
these suppressed profits. The books are in the possession of Allenberrj' and 
they have not chosen to produce them. 

One thing is at least clear that for the year ending 31-12-48 there w’as a 
suppression of profits amounting to Rs. 17,26,107 (i.e. @23% on sales of 
Rs. 75,04,817) and the benefit sought to be reaped by saving of taxes was 
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estimated at approximately Rs. 1,22,253. Moreover, there would not have 
been any carried forward loss to be set off against future profits. 

Further the excess charge of indirect expenses to Disposal Stock Business 
account in 1949 and 1950 resulted in a suppression of its profits to die 
extent of Rs. 16,44,458 and Rs. 2,82,308 respectively. Income-tax, whicli 
would have been leviable on such suppressed profits (at the time of assess- 
ment on the conclusion of the deal as planned by Allenberry) was estimated 
at Rs. 7,90,689. 




CHAPTER V 


ANTE-DATE^G OF THE ACCOUNTS OF ALLENBERRY FOR THE 
YEAR ENDED 31-12-1948 

The accounts for the year ended 31-12-1948 purported to have been 
siprned on 13-3-1950 were in any event incomplete till 17-6-1950. 

On 11th March, 1950 (Ex. 270/P. 257), N. C. Roy forwarded to New 
Delhi, the Profit & Loss Account and the consolidated balance sheet as at 
31-12-1948, and in the covering letter he stated that he had not received all 
the necessaiy schedules from the branches and so he had not shown the 
assets and liabilities properly. In reply to tliis, B. N. Kanagat wrote on 15tli 
March, 1950 (Ex. 270/256) impressing upon N. C. Roy to remind such of 
the branches as had not supplied the necessary information. Accordingly. 
N. C. Roy on 22nd March, 1950, wrote to the branches at Lucknow am! 
Bombay for immediate supply of the detailed statements as they were 
urgently required for audit purposes (Ex. 270/240-41). 

On 30th March, 1950, R. P. Gurha, Accountant at New Delhi, for- 
warded to the Dalmianagar Office the final Trial Balances as at 31-12-1948. 
after incorporating the Pipeline and Automobile Section Calcutta accounts 
as on that date, together with certain advices relating to tiic transfer of the 
debit and credit balances to be incorporated in the Delhi Books for prepar- 
ing the Company’s final balance sheet (Ex. 408). 

On 9/17th June, 1950, L, N. Baid, Accountant at Dalmianagar for- 
warded to Delhi many papers relating to the 1948 accounts, such as. copies 
of the balance sheet. Trading and Profit & Loss Account, Trial Balance. 
Schedule of Capital Expenditure etc. (Ex. 274). 

In that letter L. N..Baid stated that the Balance Sheet and Profit & Loss 
Account should be got signed by Shital Prasad Jain before handling them 
over to the Auditor for their signature: and added tliat after getting tliem 
so signed by the Auditors, the Balance Sheets etc., should be .signed by the 
Directors present in Delhi. It was also pointed ^out by L. N. Baid that the 
names of the Directors could be known by seeing the Minute Book alrcndv 
sent to Delhi. 

N. C. Roy, Accountant of Allcnbcrry at Calcutta was cross-cx.amincd 
concerning Ex. 274 and the questions put to him and his answers arc n- 
follows : — 

"A. I identify the signature of Mr. L. N. Baid. 

Q. My question to you is all these items relate to the audit oi 
balance sheet profit and loss account and trading account of 
Allcnbcrry for tljc year ended 31st December, 194S ? 

A. Yes, that is correct. 

Q. Can you give us any reason why the audit for the vc.ir ended 
31st December. 1948 was not completed till after the dme of 
this letter, exhibit 274, June 1950? 

A. No. 1 cannot give any reason.” 

3E9 



Similarly, D. N. Bannerjee was cross-examined on this point and his 
answer after reading Ex. 274 was that “the suggestion made by you is 
correct”. 

The suggestion was that the accounts for the period ended 31-12-1948 
were hot completed before 17-6-1950. 

The petspns responsible for the antedating were the Directors of the 
Company, namely, 

(1) Shital Prasad Jain. 

(2) B. L.-Raizada. 

(3) K. B. L. Chordia. 
and the Secretary, B. N, Kanagat. 

Shital Prasad Jam has submitted no reply and B. L. Raizada disclain7s 
all responsibility on the ground that he was a lay person and relied on the 
papers, having been signed by the Auditors and the Senior Directors in which 
event, he states, he must have signed as a matter of routine. 

K. B. L. Chordia has taken technical objections and not submitted any 
reply, ^^ereas B. N. Kanagat has disclaimed all responsibility on the 
ground that he was not in-charge of accounts. 

Shanti Prasad Jahi has given the usual reply that he was neither con- 
cerned nor responsible because all these took place after 31-5-1948. 



CHAPTER VI 


ANTE-DATING OF THE ACCOUNTS OF ALLENBERRY FOR TIIi: 
YEAR ENDED 31ST DECEMBER 1951 


The audited accounts of Allenberry for the year ending 31st December. 
1951 were fraudulently ante-dated in that though purporting to have been 
signed on 14th December 1952, the relevant audit was incomplete at any 
rate up to 11th November, 1953. This is not the first instance of accounts 
having been ante-dated as will be recapitulated later. 

The object of the ante-dating was to enable the directors of Allenberry 
to make it appear that the audited accounts had been laid before the 
Company in General Meeting within the statutory period laid down in section 
131 of the Indian Companies Act, 1913, 

The persons responsible are the following Directors ; R. Sharma, 
R. P. Mittal and the Secretary, R. P. Gurha all of whom signed the accounts. 
The auditor who was responsible was one L. R. Sharma, an employee of one 
of R-. Dalmia’s concerns and not a Chartered Accountant. It may be added 
that, prior to the amendment of the Companies Act in 1956, the accounts 
of private companies were not required to be audited by Chartered 
Accountants. 

Particulars 

1. (i) Allenberry was running the business in disposal vehicles and 
stores along with its other Automobile business and tliis unit was styled ns 
“Allenberry & Co Ltd. (Automobile Section).” 

(ii) Allenberry' was also carrying on business in Drum and Pipeline 
and Fittings stock purchased from the Field Commissioner U.S.A. and this 
unit was styled as “Allenberry & Co. Ltd. (Drum & Pipeline Section).” 

2. (i) Up to 30-6-48, Allenberry (Automobile Section) carried on the 
aforesaid business in Disposal Vehicles and Stores as a Joint Venture witli 
D. J. Airways and prepared for the same only a Consolidated Tr.nding and 
Profit & Loss Account half yearly from 31-12-1946 to 30-6-1948. 

(ii) On the termination of the Joint Venture, Allenberry acquired the 
entire unsold disposal stocks of the venture and carried on the business 
subsequently in its own name and account along with its other Automobile 
and Drum and Pipeline business. 

(iii) TIte final accounts of botli lltc units namely, the “Auto-Scction” 
and the “Drum & Pipeline Section” for each accounting period were merged 
together at the close of the period so lliat a consolidated Profit & Loss 
Account and Balance Sheet were compiled half-yearly till 31-12-47 and 
annually thereafter and got them audited. 

(iv) Thus the audit of the fin.al consolid.ated accounts of Allenberry 
for any period could not have been completed witliout first finally closin;-; 
its relevant accounts of the Drum & Pipeline Section. 

391 
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3. The audit of accounts of Allenberry for the ye&r ending 31-12-51 
by the Auditor Shri L. R. Shanna purports to have been completed on 
14-12-52, though, in fact, it was completed later. 

We have relied on the following material which puts the matter beyond 
doubt that the accounts were ante-dated : — 

1. On 13-12-1952 — -Shri H. C. Anuable, Manager, New Delhi Branch 
intimated Director, R. Sharma at Control Office, in reply to his letter, dated 
12-12-1952, that all the particulars called by L. C. Modi had been sent, 
except the Schedules and the Final Balance Sheet as at 31-12-1951 and that 
the latter would be sent on 15-12-1952 for their approval and scrutiny as 
per Gurha’s instructions. (Ex. 765/P. 18) 

2. Between' 18-2-1952 and 19-12-1952 the following appear — (a) 
on 18-12-1952 L. C. Modi from Calcutta reminded Delhi Office in connec- 
tion with 1951 closing for intimating him the position of reconciliation of 
the Calcutta Office account with them as on 31-12-1951 without further 
delay. (Ex. 765/P. 17) 

In reply dated 19-12-195^ Calcutta Office was informed that R. P. Gurha, 
Secretary, would finalise some disputed items of Pipeline and Drum 
Section for 1951 closing by the end of that week. (Ex. 765/P. 16). 

(b) In. letter dated 18/19-12-1952, the Calcutta Accountant reminded 
Luclmow .Office for immediate submission of the amended Trial Balance as 
on 3 1-1 2-5 r together with necessary Schedules. (Ex. 765/P. 13) 

He also called for details for the sale of surplus and old furniture to 
meet enquiry from the Income Tax Department. 

(c) On 18-12-52, L. C. Modi from Calcutta pointed out to Control 
Office, Delhi, a discrepancy of Rs. 4,824 in the opening credit balance 
of Depreciation Reserve of Pipeline and Dnim Section as on 1-1-51 
re-transferred to Calcutta books from Delhi Books. He further wrote about 
the raising of necessary adjustment entries as on 31-12-50 in respect of the 
said discrepancy in Calcutta Books. (Ex. 765/p. 14, 15) 

3. On 29-12-1952 — In connection with 1951 closing the Accountant of 
JuUundur Branch forwarded to Calcutta Office the fi?ial Trial Balance and 
the Balance Sheet of the Ambala Cantt. office as on .31-12-51 alongwith 
the Schedules and Lists. (Ex. 765 /P. 12) 

4. On 10-1-1953 — ^D. N. Bannerjee, Calcutta Accountant, enquired 
from the control office at Delhi about the certified bank balances as on 
31-12-51 in connection with the Bank Reconciliation Statement for the 
purpose of 1951 closing of New Delhi Branch. (Ex. 765/P. 11) 

He also sought confirmation about his action in allowing 10% 
commission on disposal sales to New Delhi Branch alone and also informa- 
tion as to how long the half-profit of the Branch should be payable to 
Raizada Brothers. 

5. On 24-1-1953 — The Calcutta Accountant v/rote to JuUundur Branch 
confining their debit Balance in Calcutta books at Rs. 1,66,361-1 1-9 as on 
31-12-51. He also directed the JuUundur Office to find out the small 
discrepancy of Rs. 267-4 quickly and to send the remaining Schedules. 
<Ex. 765/P. 9) • 
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6. On 31-1-1953 — (i) The Calcutta Office wrote Connaught Circus 
Office to point out that ffieir latest Trial Balance for 1951 closing sent to 
Calcutta showed a discrepancy of Rs. 900 (concerning Jullunder Branch) 
in the balances of the account between tlie two offices as per their Books. 
(Ex. 765/P. 8) 

Calcutta Office further directed it to pass necessary entries for two sums 
of Rs. 400 and Rs. 500 for tallying the balances under intimation to 
them so that they should not “delay any more -to finalise the accounts of 
1951”. 

Copy of this communication was sent to control office, Delhi and 
Jullunder Branch. 

7. Between 16/17-2-1953 and 20-1/3-1953 the following appear — 
The Calcutta Accountant informed Delhi office that the books of Tezgaon 
Branch of Pipeline Section showed Rs. 3,56,074 as stock-in-trade as on 
31-12-1950. He sought instructions as to how the same was to be adjusted 
in 1951 closing. (Ex. 765/P. 4) 

On 12-3-1953 — ^The Delhi Office was reminded about tlic earlier letter 
as “the matter related to the closing of 1951 accounts". (Ex. 765/P. 2) 

On 20-1/3-1953 — ^The Secretary in reply to the aforesaid letters 
directed that the value of stock-in-trade should be adjusted . against the 
sales in 1951 and that in case there were no sales at Dacca during tliat 
year, the value of stock was to be carried fonvard. (Ex. 765/P. 1 ) 

8. Between 21-7-1953 and 29-7-1953, the following appear — 
D. N. Bannerjec from Calcutta informed R. P. Gurha, Control Office, 
Delhi that Allenberry’s Sales Tax case had been fixed on 31-7-1953 for 
which Balance Sheet would be required. He, therefore, sought instnictions 
as to whether an adjournment should be asked for on the pica tliat their 
books were under audit. (Ex. 413A/P. 125-6) 

After some further correspondence ivith R. P. Gurha on 23-7-53 
R. P. Mittal, Director from Calcutta informed Control Office, Delhi that 
they had already applied for necessary adjournment on the pica that books 
of accounts for 1951 were under audit. He, therefore, asked therein for a 
confirmatory letter to this effect for production before the Sales Tax Officer 
if the latter insisted. (Ex. 413A/P. 115, 116) 

9. Between 7-8-1953 and 11-8-1953. the following appear — on 
7-8-53, D. N. Bannerjec from Hazra Road, C.alcuttn, enquired from 
R. P. Gurha at Delhi Office why they had debited Rs. 25,000 to Drum and 
Pipeline Section for cost of sales of Pipe & Fittinp during Januaiy-Ecbniar%‘ 
1951. He sought immediate clarification of the po.ritioh so th.al 1951 
accounts could be “finalised now", (Ex. 739/P. 1, 2. 6) 

R. P. Gurha replied on 11-8-1953 that the said cost of sales was credited 
to D.C.P.M. by debiting Calcutta Drum & Pipe Section and had to be 
adjusted because D.C.P.M. had to close tlicir books for February. 1951. 

10. On or 13-8-1953 arid thereabout — D. h’. Bannerjec C-lcutt.a 
Accountant intimated R. P. Gurha of Control Office. Delhi, in connection 
with 1951 closing of Dacca Branch Uiat there appeared to be an excess 
stock of drums at Dacca as on 31-12-51 on the basis of subsequent Physical 
Stock taking. (Ex. 41 3 A/P. 81 and 135) 
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He, therefore, sought instructions and suggestions for reconciliation of 
this excess stock. 

Regarding this discrepancy, R. P. Gurha sent some instructions to 
R. P. Mittal and forwarded a copy thereof on 13-8-1953 to R. Sharma 
(Ex. 808/P. 20, 27, 28) 

Finally, R. P. Gurha sent a few statements to Bannerjee and explained 
that there was no excess of Drums and further instructed that as desired by 
Shannajee”, the accounts for 1951 should be finalised on the basis of these 
statements. One of these statements shows the stock position of Steel Sheets 
as at 16-8-53. (Ex. 413A/P. 81, 82). 

11. In or about September, 1953 — R. P. Gurha directed Bannerjee of 
Calcutta to send him sighed copies of the consolidated Trial Balances as on 
31-12-51 as the matter was of “serious importance” and that the detailed 

• statements might follow. (Ex. 41 3A/61) 

He further instructed that “the pending adjustments and reconciliations” 
should be shown under the heads “Branch reconciliation suspense” and/or 
“Suspense pending for adjustment”. 

Note : — ^The exact date is not given on the letter referred to above but the 
dates of the other correspondence preceding and succeeding the 
same in the relevant file of Allenberry indicates that all this took 
place round about September. 

12. 2-11-1953 — ^D. N. Bannerjee from Calcutta wrote to Gurha at 
Delhi enumerating certain difficulties raised by the Sales Tax Officer in 
connection with their claim for exemption of sales of Rs. 1,11,000 
representing supplies to depots and branches. (Ex. 41 3 A/1 6) 

He pointed out that the Sales Tax Officer would “keep this point pend- 
ing until the audited Balance Sheet is submitted to him”. 

He also informed that he had discussed the matter with “Dudanijee” and 
sought Gurha’s suggestions so that the needful might be done by Calcutta 
Office before the finalisation of 1951 accounts. 

13. 11-11-1953 — ^The Accountant, Calcutta forwarded to the branches 
■' at New Delhi, Lucknow, Bombay, Lahore, Dacca and Jullunder 

provisional opening balances as on 1-1-1952. (Ex. 413A/P. 7, 9) 

It was pointed out that if there be any chaiige these would be commu- 
nicated after\Yards. 

It is therefore abundantly clear from the above that the accounts for 
the year ended 31st December, 1951 were not finalised until at least as late 
as 11th November, 1953. 

D. N. Bannerjee, Accountant of Allen Beny% was questioned at length 
with regard to this ante-dating, and various exhibits were shown to him. He 
admitted in each case that it was correct to say that the accounts had not 
been prepared until the respective dates of the exhibits. For example, 
D. N. Bannerjee was shown Ex. 739/P. 6 which is the letter dated 7th 
August, 1953 from him to R. P. Gurha and when he was asked whether it 
was tnre that up to August 1953 the accounts for the year 1951 were not 
finalised, he stated “Yes, it is correct.” Similarly when he was shown 
Ex. 413A/P. 16, which is the letter written by him to R. P. Gurha at 
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Delhi on 2nd November, 1953, he again admitted that the accounts for 
1951 were not finalised until that date. 

D. N. Bannerjee was also asked whetlicr it was true that the balance 
sheet could not have been prepared before 11th November, 1953, his 
answer was in the affirmative. When he was asked whether he would 
agree that the date on the accounts, namely, 14th December, 1952 was 
clearly wrong, he agreed also. D. N. Bannerjee has clearly admitted at the 
end of his cross-examination that the accounts could not have been prepared 
before 11th November, 1953, as evidenced by the following questions and 
answers ; 

Q. Quite right. But you have told us very clearly tliat this balance 
sheet could not have been prepared till December 1953 ? 

A. Yes. I am quite sure that this balance sheet (Ex. 419) and 
the other documents. Trading and Profit and Loss Account for 
the year could not have been prepared before 11-11-53. 

Q. I take it that the same answer must apply to tlic disposal stock 
business account for the year 31-12-51 ? 

A. Yes. 

Q. Therefore, the point of signing earlier or later would not make 
any difference so far as the date, 14-12-1952 is concerned. 
None of these gentlemen could have signed these documents 
on 14-2-1952? 

A. Yes, that is correct. 

R. Sharma, one of the directors, who signed the balance sheet, expired 
prior to the issue of the Statement of Matters whicij was therefore not 
served on him. R. P. Mittal, the other director, has raised technical 
objections. L. R. Sharma, the auditor, has given vague explanations that 
he is not able to recollect at this stage the points raised by tire Commission. 
Shanti Prasad Jain and J. Dalmia have given the usual reply tliat they were 
not concerned with the matter as it related to the period subsequent to 31st 
May, 1948. 

We have stated earlier that this was not the first instance of ante-dating. 
In the Chapter on D. J. Airways, wc have shown that the Joint Venture 
accounts for the four half yearly periods ending 31-12-46 to 30-6-48 were 
all fraudulently ante-dated. Similarly, in the preceding Chapter, wc have 
shown how the accounts of Allcnbcrry for the year ended 31-12-48 were 
also fraudulently ante-dated. Also, in the case of Al'cn Berry's accounts 
for the year ended 31-12-46, which were supposed to have been considered 
by die Board of Directors at their meeting held on 13-9-47 (Ex. 252A) 
and ‘adopted’ at the Annual General Meeting supposedly held on 
30-9-1947 (Ex. 253). In this case it has been clearly proved that die 
accounts bear the date 10-12-47 and as such could not have been placed 
cither before the Directors’ mcedng held on 13-9-47 or the shareholders' 
Annual General Meeting held on 30-9-47. 

There was thus constant and utter disregard of die prowstons of die 
Companies Act to suit the ends of the D. J. Group, and in particular 
R Dalmia. While taking full advantage of the institution of corporate 
enterprise and the benefit of limited liability, dicy were not prepared to 
fulfil any of the obligations imposed on them by the Companies Act, and in 
so many cases treated the provisions as purely farcical. 
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CHAPTER I 

TRANSFER OF RS. 52,00,000 TO D.C.P.M. 

This relates to a transfer of Rs, 52,00,000 from the account of the 
Drum and Pipeline business in AUenberry’s books to the account of D.C.P.M. 
in the same books. 

It is linked up with the fraudulent transfer of the 2323 vehicles that we 
have examined in the case of the joint venture partnership between D. J. 
Airways and AUenberry. It is linked in the sense that the dates are the 
same, the method employed is much the same and one of the objects, namely 
avoidance of income-tax liability is common to both cases. 

In the joint venture case AUenberry bought up the entire disposals 
stocks of vehicles and stores of the Director General of Disposals. In tins 
case AUenberry bought up the entire stocks of Pipelines, Fittings, Pumping 
sets, Steel sheets, and Drum Manufacturing plants in India and Pakistan 
from the Field Commissioner of the U.S.A. for Rs^ 64.39,455 as l>c!o\v 


(Exs. 402, 402A, 760). 

It*;. 

Cost as per contracts D/19-2-46 & 21-2-46 55,1 S.O'"' 

Customs Duty 9.24, 4.^5 

64,.V?.455 


During the course of that year (1946) AUenberry disposed of .stocks 
worth Rs. 9,46,397 and adjusted the cost of the Drum Manufactuiing 
Plants amounting to 2,37,944 so that the closing stock as on 31-12-46 
was Rs. 52,55,105 as shown below (Exs. 758, 759, 84, 250, 747). 
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which the final audited accounts of 
half-year ending 30-6-47 and 31-12-47 and those of 
D^.P.M, for the year ending 29-2-48 were signed. (Exs. 63, 265 & 461.) 
The entnes were ante-dated. 


The first thing to note in this connection is that Allenbeny's usual 
practice was to credit all its sales in the Sales Account. The only devia- 
tions were (a) in this case where the entry showing this sale of JRs. 52,00,000 
IS entered in the stock account; and (b) in the case of the 2323 vehicles 
which we have dealt with elsewhere. There, also, the sale which purports 
to have been made on the 'same date, 28-2-47 was recorded direct in the 
stock account. 

In the case of the 2323 vehicles we have shown at length how a series 
of entries relating to the sale of the_ vehicles of D.C.P.M. and of the sub- 
sequent re-sales were fraudulently ante-dated, both in Allenbeny’s books 
and in those of D.C.P.M,, with a view to divert a net profit of Rs, 14,97,347 
to D.C.P.M. The same procedure was adopted in the case of the 
Rs. 52,00,000. To all intents and purposes the two frauds were perpetrated 
side by side. 

As we saw, when dealing with the 2323 vehicles, H. D. Bishnoi at Dalmia- 
nagar seems to have been pressing for a statement of account from Delhi 
and Delhi was not able to give it, so Shital Pralsad wrote apologetically from 
Delhi on 25-5-48 (Ex. 363/394) and said, 

“You will appreciate that I carmot get any statement prepared or 
proceed in the matter here because all relative affairs are at Calcutta.” 

The letter also speaks of a certain “entry” and about certain “hints” 
that were made to Shant Prasad Jain. As we do not know what Shital 
Prasad Jain is referring to we will content ourselves with reproducing what 
he said, 

“I had myself written in my letter to Syt. S. P. Jain under reply to 
.you, the samething what you have understood from Mr. Raj Kumar 
Lai and presumed. I am sure you must be remembering the'circum-' 
stances of the entry, as also hinted in my letter to S. P. Jain when it 
was agreed that Allenberiy will continue to do extraction and selling 
. work as a contractor and/or agent and after the close of the year 
the profits will be examined and allocated between the two. For 
that very reason I had written in the matter to Syt. S. P. Jain with 
copy to you,” 

So far as the entry that he speaks of is concerned it seems to refer to 
the Rs. 52,00,000 we are now examining and the Rs. 47,19,800 which was 
the supposed “cost” of the 2323 vehicles that are said to have been sold 
to D.C.P.M. on the same date. The two together total Rs, 99,19,800, 
and that is the figure mentioned in the next document (Ex. 363/393), a 
letter dated 15-6-48 from H. D, Bishnoi at Dalraianagar to Shanti Prasad 
Jain. He says, 

“an entry was made in the D.C.P.M. books in Dalmianagar branch 
of 28-2-47 for Rs. 99,19,800 being cost of pipelines and fittings pur- 
chased from Allenberry. These goods are being sold by Allenberry 
but we have not got any account statement from them and therefore 
no entry could be made in D.C.P.M. books. 
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As D.C.P.M. books are to be closed shortly 1 would request you 
kindly to direct Allenterry, Calcutta to send the relative statements 
and also let me know if we have to give any percentage of commis- 
sion to Allenberry for the sale" 

A copy of this letter was sent to R. Dalmia on 19-6-48 (Ex. 363/392} 
and he was asked to forward the necessary instructions to H. D. Bishnoi. 

The letter indicates that though the pipelines and fittings arc supposed 
to have been sold to D.C.P.M. there was some sort of “agreement" (which 
has not been produced) that Allenberry should continue to do the svotk of 
excavation and extraction and selling. It is also clear that Allenbcny 
continued to sell the materials as before, but even as late as 19-6-48 it was 
not known whether Allenberry was to receive any commission for tJie 
sales made as “agent and/or contractor”. So Shanti Prasad Jain was asked 
to settle the matter and forward the necessary instructions. 

A few days later, 23-6-48, Shital Prasad Jain wrote to Chatterjee 
(AUenberry’s accountant in the Drums and Pipelines section) and askc<! 
when he (Shital Prasad) would receive the Drums and Pipelines accounts 
feu: the h^-year ending 31-12-47 (Ex. 749). 

Shital Prasad Jain pointed out in this letter that the pipeline work had 
been sold by Allenberry to D.C.P.M. and that after that Alicnbcrrj' was 
acting as D.C.P.M.’s contractors and/or agents, and said that Allcnbcrry’s 
workings had to be accounted for in part in D.C.P.M.’s accounts. 

The statement of account was sent in a letter (Ex. 750) dated 8-3-49. 
It included the Trial Balances, Balance Sheet, Profit and Loss Account and 
Trading Account. None of these documents reflected the supposed sale of 
28-2-47 and they all expressly included the Drums and Pipelines as part of 
Allenberry’s stock. 

Shital Prasad was also told that the auditor (Mirza M. Hossaln) wanted 
Chatterjee to submit the first half-year accounts of 1948 along with tlic 
Balance Sheet within 12 days if possible so that he could submit one 
consolidate return to the Income Tax Officer in Pakistan. SItital Pras.id 
Jain knowing the importance of these documents, and knowing that that 
they would be audited and submitted to the Income Tax authorities took no 
exception to them. 

It is evident that Shital Prasad did receive tliis statement of account 
because he said in a letter (Ex. 756) dated 9-3-49 that he had received a 
statement in a letter dated 8-3-49. Shital Prasad said that he u-as endosinn 
a reconciliation statement made out in Delhi up to 8-3-49 on the basis oi 
the statement received by him on 9-3-49. 

There was a discrepancy of Rs. 24,18,000 between the two cccouniv. 
According to Shital Prasad this was due 
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^^fiected in either the Calcutta (AUenberry) or the Dalmianagar 
(D.C.P.M.) books. 

The next letter that we have is (Ex. 754/22) dated 14-9-49. It is from 
Chatterjec in Calcutta to Delhi. He wrote : 

‘^We note what you wrote' about the entries of Pipeline and Fitting 
stocks, but we regret to write that no written information had ever 
been sent to ns about the transfer of property - to Dalmia Cement 
and Paper Marketing. Co. It was only once that your SMtal Prasad- 
' Jain casually mentioned that the property had been transferred to 
Dalmia Cement and Paper Marketing Co.” 

We do not know when this casual statement was made but it is clear 
that, whatever the transaction, it -vvas an 3 dhing but usual. Even if Delhi 
made the sale, Calcutta, which was doing the selling work and which was in 
physical possession of the stocks, should have been informed in writing with 
details to enable both Calcutta and Dalmianagar to reflect the transaction 
in the respective books of AUenberry and D.C.P.M. 

Chatterjee goes on to explain that, 

“When we prepared the final accounts of the Pakistan branches for 
the year ending 31-12-47, we had to show the total property, liability 
and assets as desired by the Auditor and also the Income Tax 
Officer, Dacca and their ground for this demand was that the Com- 
pany had been registered in Pakistan and therefore the Balance Sheet 
should be produced.” 

Chatterjee concludes, 

“We regret very much to write that when the final accounts for 

■ . Pakistan were submitted to you, you had never objected and naturally 
we look it for granted tliat the accounts were approved by you.” 

So here again, . as in the case of the 2323 vehicles, we have conclusive 
proof that the transfer was not reflected in the final accounts and that the 
balance .sheet approved by the auditors was submitted to the Income Tax 
authorities and that Shital Prasad Jain knowing that this to be done 
raised no objection. 

The next letter in our possession is (Ex. 397-A) dated 23-2-50. Delhi 
writes to Calcutta as foUows : 

“It appears that during the month of January — ^February 1949 you 
have effected sales of pipeline fitting stock belonging to D.C.P.M. 
for value of little less than Rs. 7 lacs. Please note that AUenberry 
has credited to D.C.P.M. a sum of Rs. 3,50,000 to your debit and 
Debit Advice therefor is enclosed herewith for your responding the 
entry in your books to our credit.” 

After this we find that AUenberry sold the PipeUnes and Fittings stocks 
in India and Pakistan to the following parties on 30-6-50, 8-7-50 and 10-8-50 
CExs. 775 and 346 & 775A) : 

On 21-6-60 Stocks in India to American Pipe Co. . . Rs. 12,60,300 

On lO-S-50 Stocks in Pakistan to Chedi Agha for .. Rs. 6,05,000 

The agreements \vith the American Pipe Co. were dated. 30-6-50 and 
8-7-50 (Exs. 775 and 775 A). In all these cases AUenberry was shown 
as the vendor and the owner of the property. 
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These inconsbtencies in the accounts naturally caused confusion and 
Delhi began to blame Calcutta. B. N. Kanagat wrote from Delhi on 19-9-51 
(Ex. 762) and said, 

1. “We have asked you to submit Balance Sheets and Profit and 
■ Loss^ Accounts of Pakistan branches for the above half year 

according io the books maintained by you” 

2. “It is not understood how in the statements of accounts as on 
30-6-47 and 31-12-47 huge amount has been shown as Opening 
Stock and Closing Stock of Pipelines and Fittings as it has never 
been debited to your account and in fact does not appear in your 
boo^ at all. Your attention is therefore invited to 'our letter 


dated 24-7-51 You have to prepare accounts according 

to the instructions given therein." 

^ * 


4. “Similar remarks apply to accounts for the year 1946. You 
should only take such items as appear in your books.” 

What was happening all round is clear. In the case of the 2323 vehicles 
we found die Calcutta accountant writing to Delhi (Ex. 268720) on 3-5-51, 

“We can, if you so desire, manipulate and get this tallied with the 
figures appearing in its joint account.” 

We find D. N. Banerjee using the same language in the Drum and 
Pipeline section (Ex. 413-A). 

“Thus for the two statements I am at a loss to understand as 

how to reconcile this difference. For making a correct statement 
keeping in view that the closing stock figure as shown in the previous 
years (i.e. from 1946 to 1950) should be kept as such tve are to 

manipulate in the year so that we may arrive at a conclusion 

first.” 

It is true that this letter does not refer to the Pipelines but it is from 
the same office and shows what was going on. It cannot be accidental that 
the Disposal vehicles section and the Drum and Pipeline section should both 
state in letters that manipulations would be necessary if Delhi’s directions 
were to be carried out. 

Anyway, it is evident that even as late as April 1953 the sale of 28-2-47 
had not bwn entered in the accounts. R. P. Gurha drew up a note 
(Ex. 739/9) on 4-4-53 about this supposed sale. This note was sent to 
Calcutta; and Banerjee in Calcutta wrote Dcffii on 15-4-53 and asked for 
clarification. (Ex. 739/8). He made the following pertinent observations : 

1. "If all the stocks were sold to D.C.P.M. how is it that AUenberry 
could continue to sell in their own name." 

2. “The dates of die transaction: when this sale was effected and 
when the goods were repurchased from D.C.P.M. arc necessary'.” 

3. “From tlic Income Tax point of view the question arises that wc 
have done tliis in order to partially transfer tlic profit to some 
other party and also to inflate our stock figure.” 

4. "D.C.P.M. have not certainly sold any goods after they have 
purchased them from AUenberry and Allenbcfry have made their 
own bills for the goods sold by ilicra thougl) fficy have Blrcadt' 
sold the goods beforehand." 
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Now it will be remembered that this is exactly what happened in the case' 
of the 2323 vehicles. How could two departments of AUenberry with 
separate accountants and separate personnel make exactly the same kind of 
mistake in transactions that, in this case extended to Rs. 52 lacs, and in 
the other to over Rs. 1 crore, and make them on the same day ? 

R. P. Gurha sent Banerjee the clarification on 20-4-53 (Ex, 739, p. 7). 
His e35>lanations were, 

1. “Although the stocks were sold by AUenberry to D.C.P.M, they 

were lying in the possession of AUenberry with the understanding 
that sales &om\time to time wiU be effected by AUenberry and 
D.C.P.M. wiU biU AUenberry for tiie stoc^ at close of every 
year." • 

2. “The date of transactions of sale by AUenberry to D.C.P.M. is 
already given in my previous note. The dates of repurchases 
from D.C.P.M. by AUenberry are 31st December and 28th 
February of every year.” 

3. “Regarding income-tax point of view the matter may be discussed 
with Syt. R. Sharma.” 

4. “D.C.P.M. have sold these stocks to AUenberry itself year to year 
and as explained in item I AUenberry have made &e bills for 
sale of the stocks purchased by them from D.C.P.M.” 

It wiU be noticed that the letter (Exs. 363/393 & 394) sent to Shanti 
Prasad Jain on 15-6-48 speaks about some “agreement” (not produced) 
between D.C.P.M, and AUenberry about the continued sale by AUenberry 
on behalf of D.C.P.M. of the stocks that are supposed to have been sold to 
D.C.P.M, on 28-2-47. In the letter that we have just considered (Ex. 739) 
the “Agreement” has become an “understanding”. Can transactions amount- 
ing to Pts. 52 lacs in this case and to over Rs. 1 crore really have been 
conducted in this casual way?' In any event thisjs a queer way of doing 
business. First of aU AUenberry sells the stocks to D.C.P.M. and thus 
parts with the ownership in the goods. Despite that AUenberry continues to 
scU the goods to third parties in its own name as owner. After this, 
AUenberrj' is fiefionaUy re-invested with ownership with retrospective effect 
by mere book entries made at the close of every year. This is done in 
order to vest AUenberry with ownership with retrospective effect and so vest 
it with the ri^t to -seU the goods on behalf of D.C.P.M. in its own name ! 

In any case we have here the admission that AUenberry dictated the 
figures for D.C.P.M.’s aUeged sales to AUenberry on the basis of its own 
sales, and then D.C.P.M. adopted the “cost” of these sales in its own hands 
at a definite percentage of the sales. 

The only ones who are in a position to know about this transaction 
are AUenberry, D.C.P.M. and those who were in charge at the time. 

The directors of AUenberry and D.C.P.M, are the same as in the 
case of the 2323 vehicles and the position taken up by them and by 
AUenberry and D.C,P:M. foUow the same lines as there. There is no need 
therefore to repeat here what they said there. 

We have no doubt that the entries were fraudulently manipulated in tliis 
case just as they were in the case of the 2323 vehicles and that the accounts 
were ante-dated. On the evidence that we have examined above we are not 
able to believe that the transaction was bona fide. 



CHAPTER 11 


UNDER-STATEMENT OF SALES OF STEEL SHEETS 


By Contract No. 584 (Ex. 402A) of 19tli February 1946 and by 
Contract No. 583 (Ex. 402) of 2 1st February, 1946, Alicnberry purchrftd 
from the U.S. Army autliorities the following": — 


Rt. 

Con. 584 Stock of Steel Sheets, Drums & Drum Mantifccu-rire Pl.irit.s . . 2J.I5.CCD 
Con. 583 Pipe Line & Fittings 32,0'3,03C' 


55.1 5.0:0 

Customs Duty paid thereon by AUenberry !),2<.4.s5 


W,3?,-(55 

Less'. Cost allocated to Drum Manufacturing Plants (mcludinj customs 

duty) and capitalised 2,37,95< 


Debited to Trading Stock Account 67,01,50! 


2. The total quantity of Steel Sheets in approximate number of units 
has been mentioned in Con. 548 as under : — 


Condition Approx. 
Unit No. cf 
Unil 


1. Steel Sheet. 365* x 

7U' 

16 gauge, hot rolled 

. . Stv Sh!. 

<57,619 

2. Steel Sheet 26)' x 

79 r 

16 gauge, hot rolled 

. . h'tir Sht. 

181,510 

3. Steel Sheet, 2i' x 

72* 

12 gauge, hot rolled 

.. iVrw’Sht. 

5P.979 
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Rs. 354 per ton. From these particulars it would appear that the total 
quantity of the sheets purchased was at least 12,701 tons as below ; — 


Size of the Sheets 

Sales between 
22-7-46 and 9-8-46 

Average 
Selling 
price 
per 
ton in 
August 
1946 

Weight 

per 

sheet 

(Qrts) 

Total 

No. 

of 

Sheets 
bought 
as per 
contract 
note 

Total 

weight 

cf 

sheets 

bought 

(Tons) 

No. of 
Sheets 

Sale 

Price 

(72' X 360 16 G 

10 

Rs. 

72/- 

Rs. 

354/- 

1-60 

437,619 

8,901 

(80r X 2(3n 

16G 

16 

82/8- 

354/- 

I-I7 

18I.5I0 

2,644 

(70r X 21i* 
,120 

336 

237/8- 

354/- 

0-16 

579,979 

1,156 




Total tons 


12,701 


6. The Company has, however, shown a different tonnage and value of 
the steel sheets in fteir statement allocating the purchase price (Ex. 757) 
of the cost of the pipelines and fitting stock as per statement sent by them 
to the Head Office in Dalmianagar in May, 1946. The relevant abstract as 
per Ex. 757 is as follows ; — 

Rs. 

Sheets 5,000 tons at Rs. 140/-per ton 7,00,000 . 

Drums 200,000 at Re. l/-each 2,00,000 


Total . . 9,00,000 


7. The company maintained the figure of 5,000 tons and the valuation 
of Rs. 9 lakhs including the value of drums in their subsequent statements 
of closing stocks on 30th June. 1946 and 3 lst‘ December, 194'6 (Exs. 758) 
and 759). Thus, the value of Rs. 9 lakhs was maintained for 5,000 tons 
only against the total purchase of 13,106 tons for Rs, 29 lakhs, the bahmcc 
of Rs. 22,00,000 being allotted to ffie pipeline and other items. It may, 
however, explained that the total purchase price mentioned in para (1) 
above amounting to Rs. 62,01,501-9-0 was maintained in the aggregate for 
‘cost’ purposes, and whereas there was a reduction in the value of the sheets 
and drums there was a corresponding increase in the value of other articles, 
mainly in the pipelines which was taken at Rs. 44,50,000 in the aforesaid 
total of Rs. 62,01,501-9-0. In other words, the purchase price eventually 
to be charged to the cost of sales remained at the same figure but a 
reallocation was made by the company. 

8. It is not denied that 5,000 tons of steel sheets were taken into account 
as stock-in-trade, but it has been sought to be explained to us by Mr. C. C. 
Shah for Shanti Prasad Jain that the value of Rs. 9 lakhs which includes 
Rs. 2,00,000 for 200,000 drums makes up the difference of approximately 
8,000 tons. However, this theory cannot hold water because by reference 
to contract note No. 584 (Ex. 402A) it is abundantly clear that item 
numbered (11) in Article I of the agreement s.hows the approximate num- 
ber of new drums at 20,913. Therefore, the obvious conclusion is that the 
20,913 drums were purchased in addition to 13,106 tons of steel sheets. 
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9, It, therefore, fohotvs that the total quantity of steel sheets kept by 
Ahenberry outside of its books in the half year ended 30th June 1946. and 
onwards was 8,106 tons as follows ; — 

Ten*- 


Total purchases 

Accounted for in liic books 

Balance j'.mf, 


and Alknbcr^ dealt in these secreted stock of steel sheets outside its books 
of account with a view to understating the profits. 

10. In the absence of any accounts and records for die company’s 
transactions in the secreted stock of s:ccl sheets, tlte true c-ttent of dtc 
understatement of sales of AUenberry can only be based on the s;-.:es m;u!c 
by It out of the stock of 5,000 tons taken on tlic books. Tliis has Ivcn 
done by adopting a proportionate amount of the sale value of tlie entire 
13,106 tons of sheets in the three sizes, by applying a selling rate per sheet 
of each type as per paragraph 5 above. This yields an understatement of 
at least Rs, 27,81,201, as* follows : — 


Size of the Sheets 

Total 
No. of 
Sheds 
bought 

Selling rate 
per sheet 
(We paniculars 
in Para 5) 

Tot.al 

(72'x36')16G 

437.619 

72x1/10 

3t.yo.f57 

{80i' X 25i') 16 G 

181,510 

165 1 

-T^fT 

9,35,911 

(70i'x2li') t2G 

579,979 

475 1 

2 336 

4.03.955 

Total No. 

11,99,108 

(i.r. 13.105 tonO 

4S.96,72t 


Sale value of 8,105 Tons is=’4496723 x S106 

13106 

i.e. Rs. 27,81,202 
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CHAPTER I 


LNIRODUCTORY 

After the termination of the joint venture R. Dalmia exploited Uic fund'i 
of the public company, D. J. Airways for the benefit of the concerns under 
his control to the detriment of the shareholders of D. J. Airways. N\‘c wO! 
first examine certain inter-company investments and an intcr-compnny 
transfer. We will start with a sum of Rs. 75,25,000 that D. J. A. subscribed 
for certain D. J. Aviation shares on 21-12-48 and 7-2-49. But Ix'forc '.sc 
.come to that it will be necessary to say a word about D. J. A\'iation. 






aiAVTER II 
D. J. AVUTION 


D, J. Aviation was a new company that was incorporated on 11-3-4S. 
.‘An application to the Controller of Capital Issues dated 13-10-47 (Et, 133>. 
signed by J. M. Gupta, says that the company was being fomai : 

“in deference to t)ic instructions of llse Air Transport Board. 
Government of India, New Delhi, who want us to reconstitute 
the present set up of the Dalmia Jain Aimnys Ltd. by fiaatin" 
this separate company c.'tclusivciy for taking orer its air 
section.” 

The formation of this company followed Utc pattern set in iltc case ol 
D, J. Airways. First, the real promoter R. Dalmia, kept in the background 
and put forward a set of dummies. Tlic persons named in tire jnemorardum 
of Association (Ex. 132) arc M. P. Modi, V. H. Dalmia, Knilnsh Cbrcidff. 
Shadi Lai Saluja. L: N. Pathak, J. M. Gupta and S. L, Verma. 

Next, D. J. Aviation was supposedly formed for taking over tltc air 
business of D. J. Airways, but in fact it never did any air bu.s!ncs«. We 
examined three of the directors, J. M. Gupta, P. S. Patke and G. Rama- 
chandran, and tliis is all that they could tell us : — 

J. M. Gupta (W. 4) and P. S. Palkc (W. 7) s.aid that R. D.ilma con- 

irolicd the company iliough he was not a director. J. M. Gupt.a raid that 

he (J, M. Gupta) was a director with the consent of R. Dalmia, ih.at he 

was not independent and that he surrendered his judgment to him a.nd that 

he worked under him. He added, 

* ^ 

“Tlie Board of Directors took their instnictioas from R. Dalmia 
communicated through M. R. Jain and S, L. Verma." 

P. S. Patke said that he was a nominee director and .acted .as the nominee 
of R. Dalmia and that 

"For every meeting 1 used to take specific inslruciiore. f-nam 
R. D.ilmia;” 

also that he was only a “dummy and a glorified mcsscnfcr’'. 

G. Ramachandran said much llic same thing. He that at no t:."!.- 
did he exercise an independent judgment and that his c-nly duty vmt ('» 
attend the Board meetings. 

Coming to die business that D. J. .Aviatinn did, J. M, Ciuptn •..M ll rt 
as far as he remembered it never did any aviation biuinmi ,nnd P. S, P.'.ttr 
admitted that no part of the money of D. .1. tved for t^r y.;'- 

poscs set out in die application E.x. 133 

So, that gives an idea of the kind of crmp.'.ny th.i! 1). 1. 

It was the second Ainv.nys comp.any fio.atcd within a ’rare of thr.v. 
for the express purpose of doing aviation busir.c-^ but never drirr 

ai7 



The name initially proposed for this company was “Dalmia Jain Air 
Ltd.”. This was changed to “Dalmia Jain Aviation Ltd.” and then changed 
to “Asia Udyog”. Here again we find a pattern : the continual change of 
names in order to confuse and conceal the real identity of the companies 
and also to be able to defeat and thwart investigation. As soon as papers 
of a particular company are wanted the identity is changed and tlie papers 
are handed on to Ae newly formed company which either destroys them 
or resists production on the ground that it is not the company to whom the 
demand for production has been issued. 

D. J. Aviation was originall}'’ floated as a public limited company but 
was converted into a private company on 26-4-52 (Ex. 56/17 and 223/6). 
Incidentally, this was just ten days after D.C.P.M. had similarly been changed 
from a public into a private limited company (Ex. 220); nor was this just 
coincidence. But of that later. 



CHAPTER HI 

INVESTMENT OF Rs. 75,25,000 JN D. 3. AVIATION SIIAUIN 


Wc will now come to the matters that led up to die invcslment of 
Rs. 75,25,000 in D. J. Aviation shares and wDl show that it was part of a 
process of milking away the assets of D. J. Airways before dissolving ii. 

The first step in the process was the formation of D, J. Aviation. On 
13-10-47 D. J. Aviation made an application to the Controller of Cipitnl 
Issues (Ex. 133 A) stating that, 

(1) D. J. Aviation would talcc over the aviation assets of I). J. 

Airways to the extent of Rs. 42 lacs; and 

(2) in return, D. ,1. Airways would get Rs. 40 lacs worth of D. J. 

Aviation .shares. 

After this was done the joint venture was terminated on 30-6-4S. 

Under the agreement (Ex. 37) ilic entire stock of joint venture vehicRs 
held by D. J. Airways was transferred to Allcnbcrry ”at crwi” for 
Rs. 2,85,66,250. Allcnbcrry did not pay in cash and no security was t.akcn 
from it. All that Allcnbcrry gave was a bare promise (which was not 
honoured) to repay D. J. Airways with interest by instalments as foil ; 

Isl Instalment on 30-6-49 K*. t etorr 

2nd Instalment on 30-6-50 i’s. t ctore 

3rd by 30-6-1951 lor tt e bi!.' -.;r 

Tills meant that Allcnberry would have had to pay D. J. Ainvnv's Rs. 1 
crorc on 30-6-49. In order to reduce tliis liability without paying .anything 
and in order to disguise the fact that Allcnbcrry intended to defoult. ti e 
following steps were taken : 

On 21-12-48 D. J. Airways was made to .sulxscribc for 7,500 r-.-d.-n.-.ry 
and 250 preference shares of D. J. Aviation worth Rs. 1 l.ac. Ti'ce were 
allotted to the various nominees of D. J. Ainv.iy.s .set out in Ex. 5f>Oh Only 
Rs. JO, 000 was paid in ca.sh (Ex. 136), 7hc b.alancc of R.s. 
credited to D- J, Aviation’s account in D. J. Aitways’ lx>o>is and debited tn 
D. J. Airways’ account in the book.s of D. J. Aviation (Ea. 41 ). Tr,'.'. 
on 5-2-49. 

On tile same date the nc.xt step rcg.arding Allcabcny'.s indebledne" 
also taken. The instalment of R.s, 1 crorc that was to fall due cn .ar!.fe...'.'r 
was shown in D. J. Airway.';’ books as having been '.atisfied to the ci'.en'. 
of Rs. 60 lacs on 5-2-49. Tliis was done bv t,>ook .ndiu'tmcnt*-. tT->. 2f''1 1 
and Ex. 26/12). 

Hie adjustments were made as foltow.- : Rs. 60 u.vr.fii.'-rg 

from the account of Allcnbcrry in the brniks cf D. J. .-sys tn ibe -ev; -.r-: 
of D.C.P.M. in the same Iwoks. 

Tliis transfer !iad the effect of fcfiucin.g cn paper .Ai'enbrny 1' ’ 
to D. J. Airways by Rs. 60 Lacs and incrc."t:rg '.tv ; > D J, 
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Airways by the same amount. In other words, a sound debtor with sound 
assets from which this Rs. 60 lacs could have been recovered was released 
from its obligation to that extent and a “man of straw” (D.C.P.M.) was 
substituted as the debtor in its place, D.C.P.M. was not in a position to 
pay and the transaction lacked good faith. 

Now that Allenberry was saved to the extent of the Rs. 60 lacs steps 
were next taken to have D.C.P.M. and wipe out this obligation that it had 
taken over from Allenberry. This was done by further manipulations and 
adjustments. 

On 7-2-49, two days after the jugging with the Rs. 60 lacs and after 
the debit for Rs. 90,000 -was made in the books of D. J. Aviation (Ex. 41 ) , 
D. J. Aviation allotted another set of shares valued at Rs. 74,25,000 to tlie 
nominees of D. J. Airways set out in Exs. 56/5, 40 & 43. This amount 
also was not paid in cash. The allotments were effected by means of credit 
and debit entries in tlie books of D. J, Airways and D. J. Aviation 
respectively. 

On the date of this allotment D, J. Airways was already indebted to- 
D. J, Aviation in the sum of Rs. 90,000. Therefore the allotment meant 
that D. J. Aviation was giving financial assistance to D. J. Airways to enable 
it to subscribe for D. J. Aviation shares — a thing tliat is not allowed under 
the Companies Act. 

t 

All these transactions caused a major reshuffle of D. J. Airway’s accounts 
on 31-5-49 with consequent changes in the accounts of D.C.P.M. and D. J. 
Awation. The position on tliat dat^.was as follows : 

1. D. J. Airways had subscribed for Rs. 1 lac worth of D. J. Aviation 
shares on 21-12-48. This investment rvas on credit except for a pajment 
of 10,000 by cheque on 21-12-48. 

D. J. Airways also subscribed for a further Rs, 74,25,000 wortli of 
D. J. Aviation shares on 7-2-49. Tliis was also on credit. • 

D. J. Airways tlius ow’cd D. J. Aviation Rs. 75,25,000 less the 
Rs. 10,000 for these shares on 31-5-49. 

2. In order to settle D. J, Aviation’s claim, D. J. Ainvays drew a hiindt 
for Rs. 75,12,963-15-6 on D.C.P.M, in favour of D. J. Aviation. (Tlie 
balance of Rs. 2,036-0-6 had already been adjusted as PrcHminarj^ 
Expenses.) 

3. The books of D. J. Airwaj-s showed tliat D.C.P.M, owed D. J. Airways 
Rs. 52,31,862-4-8 on 31-5-49. 

The effect of the himdi was to wipe out this debt and to turn D. J. 
Aiiways into a debtor of D.C.P.M. to the c.xtent of Rs. 22,81,101-10-10. 

To offset (liis D. J. Ainsnys transferred Rs. 40 lacs worth of D. J. 
Aviation shares held by it to D.C.P.M. 

This had the effect of again turning D.C.P.M. into a debtor of D. J. 
.Airways, but this time only to the extent of Rs, 17,18,898-5-2 in i>kicc of 
the original Rs. 52,36,887-4-8. 

It is to be noted tliat D. J. Aviation never cashed tfiis hitndi; also that 
only Rs. 10,000 out of the Rs, 1 crorc capital of D. J. Aviation was received 
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by it in cash. The rest of the capital consisted of debit and credit entries 
of the kind that we have just seen. 

By this device D.C.P.M. had its liability reduced witliout having to pay 
a pie either to D, J. Airways or to D. J. Aviation. All that Imppened was 
that by a book adjustment D.C.P.M. became a debtor to D. J. Air\va 3 -s in 
place of Allenberry to the extent of the Rs. 60 lacs. 

The net result of these transactions can be summarised as folIo\vs. 

1. p. J. Airways got Rs. 75.25,000 worth of D. J. Aviation shares for 
its nominees. (The Rs. 75,25,000 was later reduced to Rs. 35,25,000). 

2. p. J, Airways paid for the shares witlr D.C.P.M.’s hundi which made 
D. J. Airways a debtor of D.C.P.M. to the extent of Rs. 22,81,101-10-10. 

3. In return D. J, Airways transferred Rs. 40 lacs to D.C.P.M. in tlic 
shape of D. J. Aviation shares and D.C.P.M. tims again became indebted to 
D. J. Airways; but this time only to the extent of Rs. 17,18,898-5-2 instc.ad 
of Rs. 52.36.887-4-8. 

Tljcse complicated manoeuvres had to be effected before 30-6-49 (the 
date on which D. J. Ainvays’ balance sheet had to be drawn up) in order 
that the shareholders of D. J. Airways could be told, (1) that Allenberry 
had paid a substantial part of the instalment of Rs. 1 crore due from it 
under the agreement and (2) that D.C.P.M.’s liabilit}' to D. J. Ainvays had 
been reduced by more than Rs. 35+ lacs. 

The object of all this was, 

1. To show a reduced indebtedness of Allenberry in the boo'xs of D. J. 
Airways as on 30-6-49 and to show that it had paid a substantial part of 
the instalment of Rs. 1 crore due from it. 

2. To reduce D.C.P.M.’s liabiUty to D. J. Ainvays on paper in such a 
way that it would not have to pay a pic in cash citlicr to D, J. Ainraj-s or 
to D. J. Aviation; and at the same time to show the shareholders of D.J. 
Ainvays that D.C.P.M.’s liability of Rs. 52 lacs odd had been reduced by 
over Rs. 35i lacs. 

3. To reduce D. J. Airways’ shareholding in D. J. Aviation to Rs. 40 
lacs at which the latter would have become a subsidia^ of the other. The 
reason for this was that if D. J. Aviation was a subsidiary of D. J. Ainvay.s 
then D. J. Ainvays would have been obliged to attach the balance sheds 
of its subsidiary to its own balance sheet and tliat w’ould have disclosed tlic 
true russets of the subsidiary to the shareholders of D. J. Ainvays. 

The want of good faitlr in making tlicsc investments of Rs. 75,25,000 
can now be appreciated. In addition to all tliat we have shown above (he 
following facts will lend added force to that conclusion. 

1. D. J. Ainsaj’s bought 742,500 shares of D. J. Awation on 7-2-49 
and within 3 months namely on 31-5-49 transferred Rs. 40 lacs worth of 
them back to D.C.P.M. at cost. 

D. J. Airways thus gained nothing by this deal while Allcnberrj' and 
D.C.P.M. did. 
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2. D. J. Airways paid for these shares by drawing a hundi on D.C.P.M. 
■which D. J, Aviation (in whose favour the hundi was drawn) never realised 
in cash. All that happened was tliat D.C.P.M. was shown as a debtor in 
D. J. Aviation’s books. The result was that though D. J. Airways paid for 
the shares in one way and another, D. J. Aviation got no cash for them 
•and the only gainers were Allenberry and D.C.P.M. 

Nor can the investment be justified on any normal business ground, for 
tlie following reasons. 

1. D. J. Aviation was a company floated for tlie express purpose of 
taking over D. J. Airways’ aviation business at a time when it was known 
that that business in D. J. Ainvays’ hands was a complete failure and was 
being run at a loss -with no hope of revival. 

2. It was also known that D. J. Aviation was not doing any aviation 
business and that there was never any intention that it should. 

3. Only Rs. 10,000 had been received in cash out of its capital of 
Rs. 1 crore. 

4. D. J. Aviation had no assets except the indebtedness of D.C.P.M. 
arising out of book entries made to create share capital; and D.C.P.M. was 
itself no better than a “man of straw”. 

5. D. J. Aviation was a new company with no . prospects and no 
guarantee of dividends; and we find that it never paid any on its ordinary 
■shares from its inception till 5-8-51, the date on which D. J. Ainva>'s is 
supposed to have parted with its shares to D.C.P.M. "at cosf’. 

6. Even the re-sale to D.C.P.M. “at cost” is misleading because 
D.C.P.M. was to pay D. J. Airw'ays- in annual instalments spread over 
17 years without interest, so the present value of the re-sale was reduced 
by 50 per cent and tliat meant that D. J. Airways really sold at a loss of 
about 50 per cent. 

7. Then as regards the management of D. J. Awation, that was in the 
hands of R. Dalmia. In any event the directors at that time were J. M. 
Gupta, Manmohanlal Raizada, P. S. Patke who knew nothing about avia- 
tion business, and M. L. Sodhani who did, took no part in the manage- 
ment. The business w'as managed by J. M. Gupta alone and he said that 
he signed whatever was put before him; also tliat D. J. Aviation’s Board 
of Directors followed the directions of M. R. Jain in tlie administration of 
the company and that M. R. Jain worked under the instructions of 
R. Dalmia; in addition, P. S. Patke w'as R. Dalmia’s secretary. 

8. Then see the salaries that were paid. A business can be run by 
directors witli no technical knowledge provided they have expert employees; 
but the total salaries paid to the employees in 1949, 1950 and 1951 v/erc 
as under : 

Paid up to 31-7-1949 Rs. 1,567 12 0 Hx. 45 

31-7-1950 Rs. 1,300 0 0 Ex. 46 

31-7-1951 Rs. 1,200 0 0 Ex. 47 

It is obvious that a complicated business like awation cannot be run Hy 

a staff whose total salaries per year are as above. 
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9. Then as regards marketability, these shares were not listed on any 
stock exchange and so were not readily marketable, which means that the 
money invested in them could not have been readily realised. 

10. We also know that though D. J. Aviation was to have taken over 
the assets of D. J. Airways according to the application of 13-10-1947 
(Ex. 133) it never did so and in the end handed over all its principal 
assets to D.C.P.M. ‘at cost’ and allowed D.C.P.M. to pay for them with- 
out interest by instalments ranging over 17 years, thus reducing the present 
value of the transfer by a good 50 per cent. 

11. As regards the assets of D. J. Aviation, no less than 99 per cent of 
them consisted of the debit balance in its books against D.C.P.M. There- 
fore, when D. J. Airways acquired these D. J. Aviation shares the object 
and result were to allow D.C.P.M. the continued use of funds that should 
have been refunded to D. J, Airways; and R. Dalmia knew and intended 
this. 


12. Another factor that indicates want of good faith is that though 
D. J. Airv;ays subscribed for these shares and was the real beneficiary 
they were not registered in its name. They were registered in the names 
of 13 benami shareholders (Ex. 56). These registered shareholders were 
all nominees. They did not pay for the shares and held them under 
blank transfer deeds. 

- 13. D. J. Airways made no use of these shares. All they did was to 
hold diem for 2 years and then transfer them back to D.C.P.M. at the 
same rate at which they had been bought. 

AH these manoeuvres resulted in a loss of Rs. 3,41,250 to the share- 
holders of D. J. Airways as follows. 

First, D. J. Airways lost interest on Rs. 35,25,000 from 31-5-1949 to 
5-8-1951. 

Then on 5-8-1951 the shares were transferred to D.C.P.M. under the 
agreement Ex. 5 and D.C.P.M. undertook to pay D. J. Airways Rs, 35 
lacs for them. But the money was to be repaid without interest in annual 
instalments spread over 17 years, the first of which was to be paid in 1956 
(that is 5 years hence). A simple calculation will show that the loss of 
interest at 4-i per cent from 31-5-1949 to 31-7-1951 on Rs. 35,25,000 
comes to Rs. 3,41,250. 





CHAPTER IV 


INVESTMENTS IN SHARES 

(a) S. S. B, Mills, (b) M. D. M. Co,, & (c) Jaipur Udyog. 

The next set of inter-company investments that we shall examine are- 

(1) Rs. 43,60,000 in S. S. B. Mills shares on 23-3-1950. 

(2) Rs. 21,60,000 in M. D. M. Co. shares on 23-3-1950. 

(3) Rs. 74,00,000 in Jaipur Udyog shares on 30-6-1950. 

As in the previous case, these are also connected with AUenbcrry’s 
indebtedness to D. J. Airways under the agreement Ex. 47 dated 11-6-1948. 
As we have seen, AUenberry was not able to pay D. J. Airways the 
Rs. 2,85,66,250 for the stock that it took over from D. J. Airways on the 
termination of the joint venture, and so said it would pay by instalments. 
It defaulted on the very first instalment, but by juggling with the accounts 
it was made to appear in D. J. Airways balance sheet as at 30-6-1949, 
that Rs. 60 lacs of the Rupees one crore due on 30-6-1949 had been 
repaid. But even that left a balance of Rs, 40 lacs that had to be 
accounted for in the balance sheet of the following year; and in any case 
provision had to be made for the second instalment of Rs. 1 crore that 
was due on 30-6-1950. 

In addition to this, both AHenberty and D.C.P.M. owed D. J. Aiiwaj’s 
large sums for interest Rs. 13,94,699 and D.C.P.M. had a large debit 
balance of Rs. 53,87,956 outstanding in the books of D. J, Airways. In 
order to cover up all this the following things were done. 

We will first point out that the accounting year of D.C.P.M. ended on 
the 28th February, that of D. J. Airways on the 30th of June and that of 
Allenbcny on the 31st December. 

On 1-7-1949, the opening day of the accounting year of D. J. Airways, 
the following amounts were due to it. 

(a) ByD.C.P.M. Rs. 15,44,214-2-9 Ex. 26/16 

(*) By AUenberry Rs, 2,47,19,662-0-2 Ex. 26/16 

AUenbeny's indebtedness included the balance of Rs. 40 lacs due- 
under the 1st instalment of Rs. 1 crore that should have been paid on 
30-6-1949 under Ex. 37 but of which only Rs. 60 lacs were shown ns. 
having been repaid. 

R, Dalmia wanted to show that AUenberry had paid this Rs. 40 lacs^ 
Accordinly he got Rs. 30 lacs transferred from Allenberry’s account in 
D. J. Airways books to the account of D.C.P.M. on 1 4-7-1949, and a- 
further Rs. 10 lacs on 30-7-1949 (Ex. 26/16). 

This wiped out Allenbeny’s liability on paper for the Rs. 40 lacs and 
showed the first instalment as fully repaid. But all that really happened, 
so far as D. J. Airways was concerned, was that one debtor with good 
assets was substituted for another with insufiicient assets. But on paper 
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the position was that on 27-2-1950 (the day before D.C.P.M.’s accountina 
year closed) the books of D. J. Airways showed, 

(a) that Allenberry’s liability to D. J. Airways was reduced from 
Rs. 2,47,19,642-0-2 to Rs. 2.07,28,342; 

(b) that the balance of Rs. 40 lacs due under the first instalment 
of Rs. 1 crore was fully paid up; and 

(c) that D.C.P.M.’s indebtedness to D. J. Airways had increased 
from Rs. 15,44,214-2-9 to Rs. 53,87,956-3-10. 

The last day of D.C.P.M.’s accounting year was approaching. There 
•was only one day to go and interest had to be accounted forT So the 
following entries on account of interest were made in the books of D. .1. 
Airways on 28-2-1950. 

(a) Rs. 13,01,035-15-1 was debited against Allenberry; and 

(b) Rs. 93,663-7-6 against D.C.P.M. 

Both sums were on account of the interest due from July 1948 to June 
1949 (Ex. 26/16). 

On the same day (28-2-1950) Allenberry’s liability for the interest 
fRs. 13,01,035-115-1) was at once transferred to D.C.P.M. 

This again has the effect of showing that Allenbeny’s account in this 
respect had been cleared of and of increasing the sum due from D.C.P.M. 
to Rs. 67,82,655-12-5. 

The total indebtedness of D.C.P.M. on this date was nearly Rs. 6 
crores while its paid-up capital was only Rs. 50 lacs. The want of good 
faith in transferring Allenberry’s liabilities to a company of this kind when- 
ever it was convenient to clear Allenberry of a part of its indebtedness is 
at once apparent. 

Now R. Dalmia did not want to disclose to the shareholders of D. J. 
Airways that one of its concerns, already heavily in debt, was taking on 
added responsibilities in order to relieve a sister concern of its indebted- 
ness; nor did he want to disclose that the indebtedness of D.C.P.M. had 
risen to such alarming large proportions. He, therefore, resorted to more 
juggling. 

On .23-3-1950 D. J. Ainvays was made to buy from D.C.P.M. 
Rs. 43,60,000 worth of S. S. B. Mills shares and Rs. 21,60,000 worth of 
M. D. M. shares (Ex. 26/16). Ihis reduced D.C.P.M.’s liabihtv to 
D. J. Ainvays to Rs. 2,62,655-12-5. But though these shares were shown 
to have been purchased by D. J. Ainvays they were not registered in its 
name. 

As a result of this manoeuvre the directors of D. J. Ainvays were able 
to show its shareholders. 

(a) an investment of Rs. 65,20,000 in good shares; and 

(b) a much reduced liability of D.C.P.M. to D. J. Airways. 

Now it is to be noticed that this investment was made after 28-2-1950. 
There w.s a reason for this. At this date D.C.P.M. W’as still a public 
comprany and so R. Dalmia did not want to disclose to the shareholders 
and to the Registrar of Companies that D.C.P.M. had parted jwith such 
valuable securities. Therefore, the transfer was made on 23-^-1950 so 
that it would not be reflected in D.C.P.M.’s balance sheet as at 28-2-1950; 
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on the other hand the shareholders of D. J. Airways were shown these 
valuable shares in the balance sheet of D. J. Airways at 30-6-1950. 

But as soon as that purpose was served the shares were given back to 
D.C.P.M. on 28-2-1951 for the same price, and the entries in the books of 
D. J. Airways were simply reversed. 

Now see what this ju^ing accomplished. 

1. These shares appeared as the property of D.C.P.M. in its balance 
sheet as at 28-2-1950. . 

2. They then appeared as the property of D. J. Airways in the 
balance sheet of D. J. Airways as at 30-6-1950. 

3. Eleven months later they re-appeared as the projperty of D.C.P.M. 
in its balance sheet as at 28-2-1951; and, so far as anyone- 
studying the two balance sheets of D.C.P.M. was concerned, 
the shares had never left D.C.P.M. and D.C.P.M. had suffered 
no loss on their account. 

Now D.C.P.M. did not pay for the shares so transferred in cash. All 
that hap^ned was that a debit entry was made against it in the books of 
D. J. Airways; and right down to the liquidation of D. J. Airways this 
money was never recovered from D.C.P.M. 

The re-transfer naturally had the effect of resorting D.C.P.M.’s indebted- 
ness to D. J. Airways to its ori^al figure Rs. 67,82,655-12-5. That was 
the position on 23-3-50. Now the accounting year of D. J. Airways ended 
on 30-6-1950 and the second instalment of Rs. 1 crore due from Allenberry 
under Ex. 37 fell due on that date; also Allenberry had to pay interest 
on ffiis at 41%. So steps were taken, as in the previous year, to minimise 
this liability. On 29-6-1950, one day before the close of D. J. Airway’s 
financial year, a sum of Rs. 74 lacs was transferred from AUenberry’s 
account in D. J. Airways books to the account of D.C.P.M. 

This was the same old game. This time the design was, 

(a) to relieve Allenberry of its liability to D. J. Airways to tlie 
extent of Rs. 74 lacs; • 

(b) to relieve Allenberry of its liabih'ty to pay interest at 41% on 
these Rs. 74 lacs; and 

(c) to make it appear that Allenberry was honouring its obligation 
regarding the second instalment to the extent of Rs. 74 lacs. 

But this, of course, also increased the liability of D.C.P.M. to D. J. 
Airways by Rs. 74 lacs, so the next step was to wipe thi? out and to do it 
before the close of D. J. Airways’ financial year. This was done' as 
follows. 

D. J. Airways acquired Rs. 74 lacs worth of Jaipur Udyog shares on 
30-6-1950 (the last day of D. J. Airways financial year) and it paid for 
the acquisition by drawing a hundi on D.C.P.M. for Rs. 74 lacs. This 
manoeuvre naturally wiped out D.C.P.M.’s obligation regarding the Rs. 74 
lacs that it had taken over on that day from Allenberry. At the same, time 
it showed the shareholders of D. J. Airways that D. J. Airways had a nice 
bundle of Jaipur Udyog shares among its assets. 

But here again, the bank account of D.C.P.M. shows that D.C.P.M. 
never satisfied mis htmdi in cash. 





CHAPTER V 


NO GOOD FAITH 

We will now examine the want of good faith in these investments. 
Looking firet at the acquisitions of the S.S.B. Mills and M.D.M. Co. shares 
we have already pointed out that on 28-2-51, only 11 months after the 
acquisition, fte entries were simply reversed so that D. J. Airways neither 
lost nor gained by the purchase and re-sale. But we also found that the 
shares were never registered in the name of D. J. Airways; and there was 
a further fact that D.C.P.M. did not pay the consideration for the re-transfer 
in cash; nor was the sale price ever recovered from D.C.P.M. right up to 
the date of the liquidation of D. J. Airways. The purchase price was not 
secured and D.C.P.M. was given time to pay in four annual instalments 
beginning from October 1952. But the most damaging fact is that these 
were good investments and so there was no justification for the return of the 
shares. On 30-6-51, after the shares had been given back to D.C,P.M., 
they are shown to have paid a dividend of Rs. 3,26,000 which D.C.P.M. 
received. This gives a yield of 5% whereas the interest that D.C.P.M. 
promised to pay was only 4i%. 

Those facts make it evident that the S.S.B, Mills and M.D.M. Co. shares 
were not acquired for bona fide investment purposes but for the other 
reasons that we have set out above. . 

Now turning to the purchase of the Rs. 74 lacs worth of Jaipur Udyog 
shares, this transaction also lacked good faith. In the jBrst place, regarded 
as an investment it was not a sound one because a long-term investment 
was not the objea in view. Jaipur Udyog was a private limited company 
controlled by R. Dalnria and its shares were not quoted on the stock 
exchange and so were not readily marketable. Also it was a newly started 
concern and its factory was still under construction, so it was not likely to 
pay dividends in the near future; nor in fact did it pay any during the time 
that D. J. Airways held the shares. They were acquired on 30-6-50 and 
then were passed on to D.C.P.M. on 5-8-51 supposedly at the same rate : 
another instance of a familiar pattern. As no dividend was paid, D, J. 
Airways lost Rs. 3,60,750 by way of interest at 4Wo. during these 13 
months. 

But another fact disclosing want of good faith is this. The Rs. 74 lacs 
that were expended in the purchase of the shares amounted to over 49% 
of the ordinary paid-up capital of Jaipur Udyog and to 33% of its entire 
paid-up capital; Ibis would ordinarily have given D, J. Airways a right 
to have a nominee director on the board of Jaipur Udyog, but it was not 
given Ae right to nominate one. The shares stood all this time (over a 
n^es of either close relatives of R. Dalmia, or in the names 
of V, S. Chordia, P. L. Sah and F. L. Kothari, aU of whom are employees 
of Dalnua concerns. 

Then, when it came to a question of D.C.P.M. paying for the shares diat 
it took over from D. J. Airways on 5-8-51, it did not pay for them at once 
but agreed to pay by instalments spread over 19 years without interest 
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D. J. Airways thus not only lost the interest during the time it held the 
shares but also lost the interest on its Rs. 74 lacs for the next 19 years. That 
in itself reduced the present value of the Rs. 74 lacs by over 50%. There- 
fore, although the shares are supposed to have been transferred “at cost" 
they were really handed over to D.C.P.M at a loss of 50%. What possible 
justification can there be for deals of this kind? 

These investments were made on 21-12-48, 7-2-49, 23-3-50 and 
30-6-50. On the first two dates the directors of D. J. Airways were 
J. M. Guj>ta, Jagmohanlal Raizada and R. K. Jain; and the directors of 
the managing agents Dalmia Jain & Co. were Shanti Prasad Jain and 
J. Dalmia, with R. Dalmia as the attorney. 

On the last two dates R. Dalmia was one of the directors of D. J. 
Airways. The rest of the directors were dummies. The managing agents 
were still Dalmia Jain and Co. 

We will now turn to an Inter-Company Transfer of Rs. 2,44,25,417-1-0. 
Assets worth this sum were transferred from D. J. Air^vays to D.C.P.M. 
under an a^eement (Ex. 5) that is dated 5-8-51 but which is in fact ante- 
dated. . This was a collusive transaction between R. Dalmia and the direc- 
tors of D.C.P.M., D. J. Airways and Allenberry to benefit D.C.P.M., 
Allenberry and R. Dalmia, at the expense of tlie shareholders of D. J. 
Airways who suffered a loss of Rs. 1,28,29,129 by the transaction and 
reduc^ the per cent worth of these assets, then worth Rs. 2,44,25,417-1-0, 
to less than half that figure. 

As we have seen, by 30-6-51, Allenberry had defaulted in carrying out 
its obligations to D. J. Airways under the agreement Ex. 37 and on that 
date it owed D. J. Airways a sum of Rs. 1,35,25,417-1-0 (Ex. 5). This, 
sum carried interest at 4i%. 

D, J. Airways also held the foUow'ing shares at that time. 

(a) Jaipur Udyog ; face value Rs. 74,00,000 

(b) D. J. Aviation . . Rs. 72,00,000 

The total value of these assets as on 30-6-51 was estimated at 
Rs. 2,44,25,417-1-0 in Ex, 5 dated 5-8-51. 

In order to milk these assets away from D. J. Airways and relieve 
Allenberry and D.C.P.M. of their obligations to D. J, Airways, R. Dalmia 
resorted to the following device. He made D.C.P.M, enter into the agree- 
ment Ex. 5, the terms of w'hich were as follows : 

It first said that Allenberry was not able to pay D. J. Airways the 
Rs. 1,35,25,417-1-0 that Allenberry owed it. 

It next set out the assets of D. J. Ainvays that we have referred to 
above and valued them at Rs. 2,44,25,417-1-0. 

The third step was to transfer all these assets to D.C.P.M. for that 
figure. 

But when it came to a matter of payment, D.C.P.M. was not to pay 
at once but in iastalments spread over 19 years the first of which wa.s not 
to fall for payment till October 1956, that is to say not tiU 5 years hence; 
and w’hat is more important f/iis sum }vas not to carry any interest and no 
security h-oj taken. 
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Now it will be seen that under Ex. 37 AUenberry was supposed to pay 
Interest at 4i% and was given only 3 years in which to repay; wldch means 
that the entire amount was payable on 30-6-51. But this device relieved 
Allenbeny of paying anything at all and deprived the shareholders of D. J. 
Airways of the interest that AUenberry would have had to pay; that is to 
say, even in the hands of D.C.P.M. half of A.Uenberry’s debt was in effect 
v^ped out. 

But there was more to it than this. The assets set out above do not 
include the debt that D.C.P.M. owed D. J. Airways. D.C.P.M. owed D. J. 
Airways Rs. 99,53,000' and odd on that date and this sum carried interest 
nt 4i% . So D.C.P.M. was ^ven the privilege of paying this first, because it 
carried interest, and of paying the other debt, which did not carry interest, 
afterwards. The agreement was that D.C.P.M. was to be aUowed to pay 
its own debt (Rs. 99,53,000) in four annual instalments from October 1952 
to October 1956; and payment of the instalments in the other debt, freshly 
created, was not to commence tUl October 1956. 

But even aU this was just on paper and D.C.P.M. had no more inten- 
tion of honouring this a^eement than AUenberry had of honouring the 
agreement of 11-6-48 (Ex. 37). 

At or about the date of Ex. 5, R. Dalmia held the following D.C.P.M. 
shares in his own name. We do not know the position on 5-8-51, but we 
Tiave the detaUs of his holdings on 30-11-51. They were as follows : 

Preference .. ' 5,500 i.e. 22% of the whole 

Ordinary .. 74,300 i.e. 37% of the v/hole- 

Deferred .. 3,59,000 i.e. 72% of the whole 

In addition, Govan Brothers held 5,282 Preference shares, which is 22% of 
the whole; and. as R. Dalmia was the sole beneficiary in Govan Brothers 
at that time, it meant that he reaUy held 44% of the Preference shares. 
Anyway, his deep interest in D.C.P.M. is clear. 

Eleven month after the agreement, D.C.P.M. was converted into a 
■private limited company controUed by R. Dalmia; and within another 10 
months D.C.P.M. was taken into voluntary Uquidation on 19-2-53 and 
■dissolved on 30-4-53. But just before this D. J. Airways was itself taken 
into voluntary liquidation. 

But disregarding the fact that die agreement Ex. 5 was not carried out; 
•even on ^e agreement was it stood, the shareholders lost at least 
Rs. 1,28,29,129. That sum is the discount on Rs. 2,44,417-1-0 at 4-t% 
payablq in instalments spread over 19 years. 

Now Rs. 128 lacs is 36% of the paid-up capital of D. J. Airways and 
is no mean loss. 

Another factor that shows bad faith is that the shareholders of D. J. 
Airways were never told about the terms of Ex. 5 either by their directors 
•or by the Uquidator. 

We also find that the treatment meted out to D. J. Airway’s by D.C.P.M. 
discriminated against D. J. Airways when we compare it with that accorded 
"to Beimett Coleman & Co. and to L.E.S. Co. 
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Bennett Q)leman owed D.C.P.M. a sum of Rs. 18,06,600 on 31-10-51. 
D.C.P.M. did not accept a mere promise to pay but took 18,066 Preference 
shares of D. J, Aviation against the debt. But when it came to settling up 
for the debt that D.C.P.M. owed D. J. Airways, instead of giving D. J. 
Airw-ays something sustantial it gave only airy unsecured promisesr 

In the case of L.E.S. Co., D.C.P.M. bought Rs. 30 lacs of Jaipur 
Udyog shares from D. J. Aviation on 22-11-50 and sold them the same 
day to L.E.S. Co. at par. But in die case of D. J. Airways the Rs. 74,40.000 
worth of Jaipur Udyog shares w'ere not transferred at par but at half their 
value because payment was spread over 19 years without interest. There 
was no deterioration in the value of the Jaipur Udyog shares in the interval 
to justify this discrimination. 

This transfer is supposed to have been effected on 5-8-51. Tlie Directons- 
of D. J. Airways on this date were R. Dalmia and R. L. Chordia, Actually 
the document was executed later and was antc-dated but we will deal with 
that in another place. 
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CHAPTER I 


INTRODUCTORY 

The matters that we have dealt with hitherto caused grave disquiet 
among the shareholders of D. J. Airways. This began to manifest itself 
early in 1949. Between 25-3-1949 and 20-11-51 there were a series of 
complaints about the way in which the affairs of D. J. Airways were being 
managed. These complaints are in the file marked Ex. 483, The most 
serious was that 90% of the capital of D. J. Airways amounting to Rs. 310 
lacs had been advanced to Allenberry. 

Complaints were also voiced at the third Annual General meeting of 
the Shareholders held on 30-3-1950 and a resolution was moved to the 
following effect (Ex. 285-C,), 

“This meeting of the shareholders while passing the annual reports 
of D, J, Airways under protest directs the Directors of the Company 
that no further investment be made anywhere in any company out 
of sums of the company and one fourth of the shares be refunded 
to the shareholders out of the money to be recovered from Allen-', 
berry or invest it in government securities.” 

The Chairman of the meeting P. M. Mehta, ruled this out of order. 
One of the shareholders also suggested a change of auditors^ In the end, 
the audited accounts and the Director’s Report were passed with 2,10,265 
votes in favour and 86,025 against, which shows that there was consider- 
able dissatisfaction among the shareholders. 

In the following year, the fourth and last balance sheet of D. J. Ainvays, 
as on 30-6-1950, was considered at a shareholders meeting held on 
20-6-1951. R. Dalmia presided. Some of the shareholders expressed 
concern over the amount due from Allenberry and about the 
Rs. 1,74,45,000 that had been invested in sister companies (Ex. 285-D). 

Tliis was followed by a complaint made to the Finance Minister on 
20-11-51. This complaint was forwarded to the Registrar of Companies* 
for inquiry. As a result, Inspectors were appointed under the Companies 
Act to look into the affairs of D. J. Airways but they were thwarted in their 
task. The books of D. J. Airways were withheld and were later destroyed 
so that the Inspectors only saw a part of them. 

This agitation alarmed R. Dalmia and his associates, so when matters 
reached this stage, preparations were made to wind up D. J. Airways and 
denude it of the bulk of its asets so as to prevent them from falling into 
the hands of the shareholders of D. J. Airways in liquidation. 

Among the steps taken to effectuate that were the following. Tlic 
indebtedness of Allenberry to D. J. Airways was gradually transferred to 
D.C.P.M. until, on 10-4-1952, D.C.P.M. owed D. J. Airways Rs. 343 lacs 
(Ex. 26/19) which in 98% of D. J. Airways paid up capital. On the same 
day, D.C.P.M. was converted from a public to a Private Limited Company. 
LtOCLA/62— 16 437 




chapter 11 

ANTE-DAUNG EX. 5 

Then, at some date near about 9-4-1952, they brought the agreement 
Ex. 5 into existence and ante-dated it so as to make it appear that it had 
been executed on 5-8-1951. 

We have already had occasion to refer to this document. It is an 
ngieement between D.C.P.M. and D. J. Airways which recited that, as on 
30-6-1951, D. J. Airways was possessed of the following assets. 

(1) Rs. 1,35,25,417 0 0 outstanding against Allenberrj', including interest up to 

that date; and 

(2) Rs. 74,00,000 0 0 worth of fully paid-up Ordinary Jaipur Udyog shares, and 

(3) Rs. 35,00,000 0 0 of fully paid-up Ordinary shares of D. J. Aviation. 

'fhe next recital states that AUenberry is not able to pay its debt, or 
even the interest on it after 30-6-1951, or even to fix a time for repayment. 

Under the agreement D.C.P.M, took over all these assets valued at 
Rs. 2,44,25,417-10 and agreed to pay the price by instalments, without 
interest, the last instalment being due ^ter 19 years while the first was not 
to start till October, 1956, that is not till after 4 years. 

We- have already explained that the reason for this was that D.C.P.M. 
owed D. J. Airways Rs. 90,35,368 (Ex. 26/17) at that date and that it had 
to pay interest at Ai-%, while no interest was payable on the other liability. 
It was, 'therefore, very much to the interest of D.C.P.M. to stipulate that 
the debit that carried interest should be liquidated first; it was equally very 
much to the disadvantage of D. J. Airways. 

But before we deal with the ante-dating we will set out the financial 
position disclosed from time to time in a number of documents that arc 
not disputed. 

First there are a succession of trial balances of AUenberry showing the 
indebtedness of AUenberry to D. J. Airways as follows : 

30- 6-1951 Rs. 1,28,90,170 3 3 Ex. 304 

31- 7-1951 Rs. 1,28,90,170 3 3 Ex. 303 

30- 9-1951 Rs. 1,32,14,324 14 3 Ex. 302 

31- 10-1951 Rs. 1,32,14,423 14 3 Ex. 301 

31-11-1951 Rs. 1.35,25,417 1 0 Ex. 300 

29-2-1952 Rs. 1,38,32,240 3 6 Ex. 305 

The difference between, the balance on 30-9-1951 and 31-7-1951 is 
Rs. 3,24,154-11-0. This is the interest due to D. J. Airways on the 
AUenberry account from July to December, 1950. 

The difference between the balance on 30-11-1951 and 31-10-1951 is 
Rs. 3,11,092-2-9 and is on account of the interest due from January to 
June 1951. 
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Now these trial balances show, tliat Allenberry started with an indebted- 
ness to D. J. Ainvays of Rs. 1,28,90,170-3-3 on 30-6-1951 and that the 
indebtedness rose to Rs. 1,38,32,240 by 29-2-1952, It also shows that 
the debt had not been cleared in the meantime. 

The trial balances also show that interest was twice calculated and 
added. 

We turn next to the position of D.C.P.M. as shown in these trial 
balances. They show that D.C.P.M. owed Allenberry the following sums 
on the dates given below, 

30-7-1951 Rs. 48,79,541 5 6 Ex. 303 

' . 30-9-1951 Rs. 86,08,026 3 3 Ex. 302 

30-11-1951 Rs. 64,37,122 14 3 Ex. 300 

Then there is another document, naniely, a journal voucher No. 64 
(Ex. 298) dated 30-11-1951 which shows that on 30-11-1951 Allenbcrry’s 
books had an entiy crediting D. J. Airways with Rs. 3,11,092-2-9 on 
account of interest up to 30-6-1951. We have seen that this is the exact 
difference between the trial balances as on 30-10-1951 and 31-11-1951,. 
Therefore, the trial balances, this journal voucher and the entries in Alien- 
berry's books as on 30-11-1951 all show that Allenberry was still indebted 
to D. J. Airways on 30-11-1951 and that interest was payable and paid 
(by adjustment) up to that date. 

This document has an entry at the bottom that says. 

“Cancelled as amount already adjusted on 29-6-1951”; but that is a 
forged interpolation made to support the ante-dated agreement Ex, 5 and 
the other forged documents brought into existence for that purpose. 

Next we have two statements (Exs. 307 and 307-A) from B. N. Kanagat 
sent to R. Sharma at Calcutta showing that the amount due by Allenberry 
to D. J. AiiAvays on 30-11-1951 was I&. 1,35,25,417-1-0; and that interest 
had only been paid up to 30-6-1951. The first of these statements was 
drawn up by Kanagat in his own handwriting so he must have looked into 
the matter personally. 

There arc two more documents to which we shall refer before passing 
on to the forgeries. The accounts of D. J. Ainvays (Ex. 26/19) show 
that D. J. Ainvays paid the following sums to D.C.P.M. on the dates set 
out below, 

I-1I-195I Rs. 1.00,000 
10-11-1951 Rs. 2,30,000 
14-11-1951 Rs. 1,00,000 
21-11-1951 Rs. 1,00,000 

D.C.P.M, also made rcpa)TOcnts from time to time but the position on 
18-6-1952 wns as follows. Between 6-8-1951 (the day after Ex. 5 is 
supposed to have been executed) and 18-6-1951, D. J, Ainvays paid as 
must as Rs. 1 1 ,09,252 to D.C.P.M. and received from it only Rs. 2,08,005, 
which means that in that intcn’al D. J. Ainvays was financing D.C.P.M. 

The other matter is that on 31-10-1951 D. J. Ainvays sold 250 prefer- 
ence shares of Rs. 100 each of D. J. Aviation and 1,40,000 deferred sh.ircs 
of D.C.P.M. and these investments were in existence on 5-8-1951. 



441 


We now turn to the forgeries and the ante-dating. The basic document 
is Ex. 5. The main purport of that was to transfer assets of D. J. Airways 
v/orth Rs. 2,44,25,417-1-0 to D.C.P.M. and to release AUenberry of all its 
liabilities to D. J. Airways, that is to say, the moment that was done the 
debt of Allenben 7 amountin| to Rs. 1,35,25,417-1-0 on that date was 
squared and the liability was transferred to D.C.P.M. it became the debtor 
for this sum in place of AUenberry. To effect this purpose the following 
documents were also forged and ante-dated. 

It will be remembered that some of the shareholders had already demand- 
ed at the shareholders meeting of 30-3-1950 (Ex. 285-C) that no further 
investments be made in any company and that at least one fourth value of 
the shares be refunded to the shareholders out of the money that AUenberry 
owed them. AUenberry could have done this because its balance sheet as 
at 30-6-1951 shows that it had sold Rs. 198 lacs worth of disposal vehicles 
and stores; but that would have placed the assets where R. Dalmia did not 
want them, namely with the investing public. The only way to nip that 
in the bud was to release AUenberry from aU its obligations to D. J. Airways 
and pass them on to D.C.P.M. from whom no recoveries could be made. 
To effectuate that purpose Ex. 5 was forged as well as a number of 
supporting documents. 

Now, as we have seen, interest amount to Rs. 3,11,092-2-9 was not 
only due from AUenberry on 30-11-1951 but D. J. Airways was actually 
credited with this in Allenberry’s books. In order to offset this an adjust- 
ment voucher (Ex. 297) was’forged and dated 29-6-1951. That purported 
to adjust the Rs. 3,11,092-2-9. 

Now in order to insert this forged voucher in its proper place in the 
journal voucher file where all the vouchers were numbered it was necessary 
to place the forged voucher just ahead of voucher No. 96 which was already 
there. It would, of course, have been impossible to renumber all the 
succeeding vouchers so what they did was to alter the number of the existing 
voucher and make it 96-A and number the forged voucher as 96, and slip 
it in just ahead of the one that was renumbered 96-A. This is the only 
place in this file where this change of numbering has occurred. 

Another unusual feature is that though the voucher is dated 29-6-1951 
interest has been calculated up to 30-6-1951. That is unusual. 

Then we have seen that there was genuine interest voucher (Ex. 298/10) 
dated 30-11-1951 showing that interest of Rs. 3,11,092-2-9 had been cal- 
culated up to 30-6-1951. This would, of course, have been wrong if the 
interest had already been adjusted on 29-6-1951. To offset that an endorse- 
ment was forged on the genuine voucher saying, 

“Cancelled as already adjusted as on 29-6-1951”. 

Now it will be seen that AUenberry was not a party to the agreement 
Ex. 5. It was, therefore, necessary to obtain Allenbcrry’s consent to this 
replacement of debtors. Therefore, a resolution of Alicnberry's Board of 
Directors was forged and antedated to 16-7-1951 (Ex. 367/87). The 
only persons said to have been present were R. Sharma and Raizada 
Manmohanlal. R. Sharma was the Chairman and he signed the minutes. Tlic 
meeting authorised R. Sharma to confirm the agreement in Ex. 5 subject 
to the confirmation of D. J. Airw'ays and D.C.P.M. 



442 


The antedating of this resolution is to be inferred from the following 
facts. 

1. B. N. Kanagat was the Secretary of AUenberry at tliat time and 
yet he is the man who sent thoi two statements to R. Sharma 
on 30-11-1951 showing that Allenbeny' still owed D. J. Airways 
Rs. 1,35,25,417-1-0 on that date. This sum included the 
interest payable for the period January to June 1951. 
B. N. Kanagat drew up the minutes of that meeting as Secretarj" 
and R. Sharma signed them as Chairman; and yet they allowed 
this mistake to continue in Allenberry’s books right up to 
29-2-1952, as the trial balance as on that date shows. 

2. The draft of the proceedings of this meeting in the draft proceed- 
ings file does not contain this resolution. 

3. The typescript of the page that contains this resolution does 
not tally wth the typescript of the previous page. They have 
been typed on different macliines. 

Then a letter (Ex. 202) dated 18-7-1951 was forged and antedated. 
This was a letter signed by R. Dalmia’s secretary P. S. Patke as a director 
of D.C.P.M. It w'as addressed to AUenberry and says that after discussing 
the matter with R. Sharma, D.C.P.M. agreed to the terms of the proposed 
arrangement. The letter expressly mentions the fact that D.C.P.M. will 
take over the liability of AUenberry for the Rs. 1,35,25,417-1-0 and tliat 
D.C.P.M. will accept payment from AUenberry spread over 20 years and 
will not charge AUenberry any interest. The net result of this was that 
AUenberry got rid of its liability to D. J. Airways and of its liability to pay 
interest and saved its assets from being proceeded against; and, so far as 
its new liability to D.C.P.M. was concerned, it did not have to pay any 
interest to D.C.P.M. and its debt was reduced by half because of the 
instalments. This was greatly to the advantage of AUenberry and to the 
disadvantage of the unfortunate shareholders of D. J. Airways. 

Wlien P. S. Patke was examined as a witness he said that he had no 
knowledge of the transaction referred to in the letter. He said that the 
letter was sent to him from the Daryaganj office, he show’cd it to R. Dalmia 
and it was then placed before him for signature and he signed it. 

Next, there followed a forged set of credit and debit advices. On 
23-7-1951 Allenberiy- sent D.C.P.M. a credit advice (Ex. 299) for 
Rs. 1,35,25,417-1-0 because of the liability that D.C.P.M. had taken over. 
On the next day, 23/31-7-1951 D.C.P.M. sent AUenberry a debit advice 
(Ex. 306-A/55) to show that tlic corresponding entries had been made in 
its books. At the same time a Journal entp- (Voucher No. 47 Ex. 306) 
was made in the books of AUenberry debiting the D. J. Ainvays’ account 
and crediting the D.C.P.M. account. 

Next comes D.C.P.M’s confirmation (Ex. 306-A/55), dated 23/3 1st 
July, 1951, advisina Allcnbcny' that D.C.P.M. had debited AUenberry 
with the Rs. 1,35, 25"', 417-1-0 in its books and credited D. J. Airways. 

Now it is evident that these two sets of documents, namely, the ones 
that we have described as genuine and the ones that we say arc forged 
cannot be reconciled; and the question arises which set is correct and 
whether it was possible to make genuine mistakes in one set or the other? 
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Now the sum involved is a very large one — over 135 lacs and the trial 
^balances are of course prepared from the books. We are not able to believe 
fhat a mistake involving such a large sum cold have been repeated month 
.after month from 31-7-1951 down to 29-2-1952, especially as interest was 
calculated twice in that interval. If Ex. 5 had really been in existence on 
those dates no interest would have been due because Allenberry was not to 
pay interest either to D. J. Airways or to D.C.P.M.; also because the books 
and vouchers of those companies would be affected and the accounts of 
each had to be scrutinised by so many different persons. They could not 
all have kept on making the same mistake month after month. 

Also, when interest is added credit and debit advices follow, so not only 
would Allenberry’s books have been affected but also those of D. J. Airways. 

Then comes the position vis-a-vis Allenberry and D.C.P.M. Allenberry’s 
trial balance as on 30-7-1951 shows a debit balance of Rs. 48,79,541-5-0 
against D.C.P.M. If the forged documents had been in existence on those 
dates, especially Allenberry’s credit advice to D.C.P.M! (Ex. 299) dated 
.22-7-1951 and DlC.P.M’s confirmation (Ex. 306-A/55), dated 23/31 July 
1951, then D.C.P.M. would have been a creditor vis-a-vis Allchbcriy 
and not a debtor. 

The “mistake” about D.C.P.M. was repeated in the trial balances of 
Allenberry as on 30-9-1951 and 30-11-1951. That could hardly have 
passed unnoticed if this really was a mistake, because against, D.C.P.M, 
would have been a creditor on those dates and not a debtor. 

Then we find facts that suggest interpolation in two places; and there 
is the conduct of B. N. Kanagat and R. Sharraa in respect of tlie working 
■statements drawn up by Kanagat on 30-11-1951 (Ex. 307 and 307-A). 
Both these persons are said to have been present at the meeting (hat is 
supposed to have been held on 14-7-1951. Surely an error of this magni- 
tude could not have escaped the notice of both of them.- In our opinion 
the cumulative effect of all these factors rules out coincidence and mistake. 

From here we .pass on to certain other matters that indicate antc- 
•dating. Under Ex. 5 D. J. Airways was denuded of 98% of its assets. 
They all went to D.C.P.M. That would naturally have left the D. J. Airways 
•short of funds to carry on its day to day business. The agreement Ex. 5 
accordingly made' the following provision to meet this contingency. Clause 
III (a) said, 

“Up to and until payment of the first instalment has been made, 
D.C.P.M. would pay D. J.- Airways any amount which the 
, latter may require for meeting its normal expenses." 

But what were the facts? We find that D. J. Airways lent D.C.P.M. 
Rs. 5,30,000 between 1-11-1951 and 21-11-1951 which shows that'contrary 
to what was contemplated in Ex. 5, D. J. Airways still had plenty of fund 
•even 3i- months 'after Ex,' 5 and that D.C.P.M. was the one that' retjuircd 
assistance and that it got it froih D. J. Ainvays instead of the other way 
round. 

Even when the overall figures ^ shown .in Ex. 26/19 is taken .wc find 
that D. J,- Airways paid D.C.P.M. Rs. 9,01,252 more than it received from 
that company; and the same document shows that D. /.■ Ainvays paid 
D.C.P.M. Rs. 11,09,252 after 5-8-1951 (Ex. 26/19). 
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Where did this money come from ? And in any event, how is it that a 
public company was able to lend one of the Dalmia concerns these large 
sums when that concern v/as so hard up that it required another 4 years to 
clear off the debt that it had taken over from Allcnberry without interest. 
It does not make sense. 

There is also another indication in Ex. 5 that points to ante-dating. 
Under Clause Illfg) D.C.P.M. undertook, supposedly on 5-8-1961 to try 
and persuade Dalmia Jain & Co. to terminate their managing agency. 

“preferably by October 1951 and in all circumstances before June, 
1952.” 

(The managing agency was in fact terminated on 9-4-1952). 

The hollowness of this pretence about persuasion is revealed as soon as 
we realised that both D.C.P.M. and Dalmia Jain & Co, were controlled by 
R. Dalmia and Shanti Prasad Jain respectively. At that time R. Dalmia 
held practically all the shares in D.C.P.M.; and in the. other company, 
Dalmia Jain and Company, Shanti Prasad Jain held all the shares. TTiere- 
fore, R. Dalmia is said to have persuaded Shanti Prasad Jain about the date 
of the termination. 

In any case, the directors of D.C.P.M. on 5-8-1951 were V, D. 
Aggarwal, M. K. Roy, S, R. Srivastava and P. S. Patke. 

Now though these persons are said to have undertaken to persuade 
Dalmia Jain & Co. to relinguish the managing agency by October, 1951, 
no steps were taken till 9-4-1952 when the directors of Dalmia Jain & Co. 
passed a resolution agreeing to the termination. In between there had been 
six meetings and this matter was not raised in any of them. These mcetincs 
were held on 25-7-1951, 30-9-1951, 4-12-1951, 31-1-1952, 16-2-1952 
and 3-4-1952 (Ex. 309). 

R. Dalmia was a director of D. J. Airways on 25-7-1951, 30-9-1951 
and 3-4-52 and D. J. Airways was the party that was really interested in 
the termination. M. K. Roy was a director of D.C.P.M. at that time and also 
a director of Dalmia Jain & Co. He attended the meeting of 9-4-1952 and 
so did R. Sharma, M, K. Roy and Shanti Prasad Jain. It seems obwous 
that M. K. Roy at least would have raised the question in the earlier 
meetings if D.C.P.M. had really given the undertaking on 5-8-1951. 

But even that was not all. Another point is that the Resolution of 
9-4-1952 (Ex. 309) says that D. J. Airways will not be charged for 
office allowance from July 1951, while the remuneration of R. Dalmia 
from Dalmia Jain and Co. was to cease from February, 1952. WTiy this 
differentiation ? 

Tlic reason is that D. J. Airways had filed their return (Ex. 777) with 
the Registrar of Companies showing Dalmia Jain & Co. as the managing 
agents up to 2-4-1952 and the termination was reported to the Registrar of 
Companies on 15-4-1952. Therefore, they were not able to terminate the 
managing agency at once in Ex. 5. And R. Dalmia had already been paid up 
to February 1952 so they could not say that the agency had been terminated 
before that. That accounts for these unusual provisions in Ex. 5. 
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The objects of the ante-dating were as follows : 

1. R. Dahnia and the other directors of D. J. Airways contemplated 
taking D. Airways into voluntary liquidation for the reasons that we 
have set out above. They, therefore, wanted to prevent certain assets of 
D. J. Airways, such as me shares of Jaipur Udyog and D. J. Aviation, 
valued at Rs. 109 lacs^ Irom falling into the hands of the Liquidator and 
ultimately into those of the shareholders. They also wanted to avoid 
complications of the kind that arose out of the petitions of the shareholders 
of D. J. Airways for the compulsory winding up of D. J. Ainvays. 

2. Another object was to relieve Allenberry of its obligation to pay 
D. J. Airways the sum of Rs. 1,35,25,417-1-0 that was owing to it on 
30-6-1951 and to prevent either the liquidator or the shareholders of 
D. J. Airways from enforcing the liability against the assets of Allenberry, 
assets that were sufficient to meet the obligation; and also 'to relieve 
R, Dahnia of the guarantee that he had given to make good every penny 
that Allenberry owed D. J, Airways. 

3. To hide from the shareholders of D. J. Airways the fact that 
Allenberry had defaulted in payment of the second and third instalment of 
Els. 1,11,66,250 under Ex. 37, together with interest on it, on 3Q-6-195I 
and to prevent the hquidator and the shareholders of D. J. Airways from 
proceeding against the assets of Allenberry in enforcement of their claim 
or of askmg R. Dahnia to make good his promises. 

4. To escape payment of the interest on Rs. 1,35,25,417-1-0 at 41% 
from 1st July to April, 1951. By ante-dating the agreement to 5-8-1951, 
that much interest was saved, 

5. To checkmate the proposal of spme of the shareholders that one-fourth 
of the value of D. J. Aviation shares, should be returned to them out of 
the money that Allenberry owed D. J. Aviation. 

It is difficult to apportion the responsibility but there can be no doubt 
that R. Dalmia was the moving spirit behind this, and in any cvcni, he 
cannot escape responsibility because he was a director of D. J. Airways at 
that time. Other directors of D. J. Airways who attended the meeting tliat 
was supposed to have been held on 21-7-1951 to approve of the transfer 
were R. L. Chordia and M. L, Sodhani. 

The directors who approved the transfer on behalf of Allenberry were 
R. Sharma and Manmohanlal Raizada. 

And on behalf of D.C.P.M., P. S. Patke, R. L. Chordia, M. L. Sodhani 
and R. Sharma. , 

The vouchers that were forged and interpolated were prepared by R. P. 
Garg and signed by R. P. Gurha the accountant of Allenberry, while P. S. 
Patke signed Ex. 202. 


CJ 




CHAPTER III 


EVENTS LEADING UP TO TH LIQUIDATION 

We will now go back- to the events that led up to the liquidation pro- 
ceedings. We have already said Aat on 13-4-1952 R. Dalmia issued a circu- 
lar (Ex. 290) to the shareholders of D. J. Airways, 

(1) asking them not to sell their shares; and 

(2) adumbrating the scheme that was later adopted in the liquida- 
tion proceedings except for some very minor alterations. 

On 14-4-1952 certain shareholders petitioned the court for 

(1) a compulsory winding up (Ex. 188 and 25); and 

(2) for termination of the managing agency agreement (Ex. 189). 

On 22-4-1952 R. Dalmia issued a second circular and again adumbrated 
the scheme that was later adopted in the liquidation (Ex. 291). 

Four days later, on 26-4-1952, D. J. Aviation was converted from a 
public to a private limited company (Ex. 236/6), 

In the interval, R. Dalmia started buying up D. J. Airways shares. 
Between 13-4-1952 and December 1952 he bought 12 lacs of them through 
Bharat Union Agencies. 

In his circular of 22-4-1952 (Ex. 291) he also asked for jproxies. There- 
fore, it is clear that he began buying up shares and collecting proxies in 
anticipation of the scheme that he had adumbrated in the circulars. 

On 14-5-1952 notices were sent to the shareholders of D. J. Airways 
about the proposal to take it into voluntary liquidation. The meeting about 
this was held on 13-6-1952 (Ex. 285). In the meanwhile government 
ordered an investigation into the affairs of D. J. Airways and appointed 
Inspectors on 7-6-1952 (Ex.l40), that is just six days before the meeting. 

The following very material points were not disclosed to the shareholders 
at this meeting. 

(1) They were not given details about the company’s working; 

(2) There was no attempt to place the then financial position of 
the company before them. All that they were shown was the 
balance sheet as of 30-6-1950 which, by then, was two years 
old. All the important and disquieting transactions that we 
have analysed above occurred in the interval. That was all 
hidden from the shareholders; 

(3) The fact that the agreement Ex. 5 had been entered into and 
that 90% of the assets of D. J. Airways had been transferred 
to D.C.P.M. under it was not disclosed; and 

(4) The fact that government had ordered an investigation on 
7-6-52 under the Indian Companies Act was not disclosed. 
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Now R. Dalmia and the directors of D. J. Airways knew all these facts 
at that date. R. Dalmia was one of the directors at that time and he was 
present at the meeting. One of his co-directors on that date was R. Sharma, 
the man who, as explained above, was mixed up with the ante-dating of 
Ex. 5 and the forged resolution regarding this. 



CHAPTER IV 


VOLUNTARY LIQUIDATION OF D. J. AIRWAYS 

D. J. Airways was taken into voluntary liquidation at this meeting of 
13-6-1952 and C. P. Lai was appointed the voluntary liquidator. He knew 
about the allegations made by the shareholders in their petitions filed in the 
court on 14-4-1952 (Ex. 188) but he took no steps to inquire into the. truth 
of them; and when he was examined as a witness he said that he did not 
consider it his duty to make inquiries about the reasonableness of the agree- 
ment Ex. 5; and though he knew that the scheme of amalgamation was pro- 
posed by only 5 out of 20,000 shareholders of D. J. Airways he said that 
he did not consider it necessary to find out who they were nor to ascertain 
how many shares they held. He said that he was satisfied that the scheme 
was reasonable and so looked no further, not even to see whether D. J. 
Ardation would be able to carry out its undertakings. His conduct shows 
that from first to last he was working hand in glove with R, Dalmia. 

This liquidation has many gravely disquieting features, not the least 
of which is the conduct of the liquidator. It discloses either gross negligence 
on the part of those who ought to be the watchdogs of the general public 
and the shareholders; or incompetency. It is clearly pointless to appoint 
watchdogs if they do not perform the duties they are expected to. We shall 
have occasion to refer to the action of the Registrar of Companies at a 
later stage. At the moment we will confine our attention to C. P. Lai. 

Now, though a liquidator is not a trustee in the strict sense of the term 
he does stand in a fiducial position both to the court and to the share- 
holders. He cannot let the interest of the company suffer, nor can he allow 
a particular group of shareholders to get a benefit for themselves at the 
expense of the others. He has to be impartial and has to look to the interests 
of all. He is an officer of the court and courts insist that he should be 
upright and they do not encourage a liquidator from resisting claims on 
technical grounds when there is no defence in substance. So also, it is liqui- 
dators’ duty to give every assistance and facility in finding out relevant books 
and papers and allowing proper inspection of the accounts. See Ghosh on 
Indian Company Law, 10th Edition, Part II pages 98 and 106. 

But what did C. P. Lai do ? First, he did not disclose any of the very 
material facts about this company that we have set out above cither to the 
court or to the shareholders, though he knew all about them, or at any 
rate knew that grave and serious allegations were being made, and he knew 
that some of the shareholders were complaining very bitterly about malprac- 
tices in the management. Had he told the court all this of course, it would 
have ordered a compulsory winding up, or at any rate would have directed 
a searching inquiry before pennitting a voluntary winding up. 

C. P. Lai was present at all three of the meetings of the shareholders that 
the court had ordered. They were held on 31-12-1952. He said that he 
did not speak at these meetings though he may have said formally that he 
put the scheme forward for consideration. If that is true then the minutes 
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of these meetings are inaccurate because tliey state that he explained the 
scheme in detail (Ex. 11), 

His excuse for not speaking for “more than a minute” though he put 
the scheme forward for acceptance was that he was ill. It will be remem- 
bered that another liquidator, R. D. Agarwal also happened to be ill when 
he was called to give evidence before us. But anyway, C. P. Lai says that 
R. Dalmia was present at aU the meetings and that “he faced a very hostile 
crowd”. Therefore^ C. P. Lai knew that tiie scheme was being very seriously 
attacked and opposed. But not only did he deliberately refrain from looking 
into the many allegations of misconduct and deliberately refrain from telling 
the court about them but "he did everything in his power to keep the inspec- 
tors foom seeing the company’s account books and to this day the books 
of the Joint Venture have not been produced, not even before us though we 
called for them. Whose interests was he serving in doing that ? 

Perhaps his attitude will be more easily understood from the following 
passage in his evidence, 

“After I was appointed liquidator Mr. R. Dalmia telephoned me and 
told me that these two gentlemen” (R. Sharma and M. R. Jain) 
“would be able to help me in the matters concerned with the 
liquidation. I met Mr. R. Dalmia, as far as I remember, about 
a week or 15 days after my appointment. I met him at his 
house. Mr. R. Dahnia only had introductory talk with me about 
the business of the company. He' told me that some persons 
have filed an application in court making various allegations 
against him and that the Registrar of Companies had already 
ordered an investigation throu^ Mr. S. P. Chopra.” 



CHAPTER V 


C. P. LAL : VOLUNTARY LIQUIDATOR 

We will now have to examine the conduct of the liquidator, C. P. Lai, 
at leng&, because we have made serious charges against him and have 
heard him at length in defence throu^ his counsel, Mr. Hajela; also because, 
in our view, fraudulent liquidations form a key link in the pattern of 
frauds that R. Dalmia followed. 

By letter No. F.2(16)/49 Dev. dated 7th June, 1952 (Ex. 140) tlie 
then Secretary (Development) to the Delhi State Government appointed 
Messrs; S. P. Chopra & Co, as Inspectors to investigate into the affairs of 
Dalmia Jain Airways and the terms of reference to fhe Inspectors were 
enumerated in that letter. 

On 1 3th June, 1952, D. J. Airways was taken into volunta^ liquidation 
and C. P. Lai was appointed voluntary liquidator at a consolidated remu- 
neration of Rs. 52,500 (Ex. 285F.). 

From the outset, C. P. Lai obstructed the Inspectors in their work,*and 
succeeded in doing so for almost four and a half months. The following 
exhibits clearly show his obstructive attitude. 

(i) Ex. 190 is a letter of 15/17th June, 1952 to the Registrar from 
C. P, Lai, with a copy to the Inspectors, saying that he was going out of 
town for 10 days. He mentioned that the Company had not received any 
intimation of the Inspectors’ appointment. 

(ii) On receiving a copy of this letter, the Inspectors wrote on 18th 
June to the Re^strar requesting him to intimate their appointment to the 
Company (Ex. 385-A), 

(iii) By letter No. Comp. 1045/JSC of 18th June, 1952 (Ex. 140-A) 
the Registrar of Companies addressed a letter to C. P. Lai informing him 
of the Inspectors’ appointment and requesting him. “to render necessary 
assistance” to the Inspectors. The Re^strar also stressed in tliis letter that 
a copy of the appointment letter had already been sent to the Company 
under date 7th June, 1952. This is confirmed by a copy of letter No. 
F.2(16)49-P & D of 30th June (Ex. 140-A) from the Secretary, (Develop- 
ment) Delhi State Government, to the Registrar of Companies, svith a copy 
to the Inspectors. 

(iv) On 2nd July, 1952, the Inspectors wrote to the Registrar (Ex. I45J 
stating that after waiting for. a number of days to see if C. P. Lai had 
returned, they tried to contact him on 30tii June, and although he had 
returned, he had failed to contact them. They made another attempt on 
1st July to contact C. P. Lai and bad a discussion on the telephone. C. P. Lai 
informed the Inspectors that he wanted to have a discussion with the 
Re^strar regarding “the implications of the order for investigation in view 
of the Company having gone into liquidation". The Inspectors went to 
the Registered Office of the Company on 2nd July to sec C. P. Lai, but he 
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was not there. Nevertheless, when contacted on the telephone, C. P. Lai 
informed the Inspectors that “he could not show the books or give any other 
information (to us) imless he had clarified the legal position.” He informed 
the Inspectors that he would see the Re^strar “in a day or two”, and will 
then officially convey to them “tomorrow”, namely, 3rd July, k he was 
in a position to show them the books. 

(v) The Re^strar of Companies, apparently on receiving the Inspectors’ 
letter of 2nd July, wrote to C. P. Lai on 3rd July (Ex. 147) stating cate- 
gorically that it had been reported to him that he was evading to show the 
books to the Inspectors in connection with the investigation, and pointed out 
that being a liquffiator, and hence an officer of ffie Company, he was required 
to produce to the Inspectors all books and documents in his custody or 
power relating to the Company. C. P. Lai was, therefore, requested to' “pro- 
duce all the relevant records to the Inspectors without any further delay”, 
and was even threaten^ that, failing this, “action under the Indian Companies 
Act shall have to be taken.” A copy of this letter was sent to the Inspectors 
with a notation in the Registrar’s handwriting requesting the Inspectors to 
■“contact the liquidator and start investigation without any further delay.” 

This letter was'^received by the Inspectors on 4th July, according to their 
date stamp, arid there is a notation on the letter indicating that ffiey tele- 
phoned the Office of the Company at 2 p.m. but the Secretary (M. R. Jain) 
said that he could not give any information without the liquidator’s permis- 
sion. The Secretary was also evasive as to when the liquidator would be 
in the office, adding that there was no fixed time for him. 

(vi) On 3rd July, C. P. Lai wrote to the Re^strar of Companies 
(Ex. 146) in reply to his letter of 18th June [mentioned at (iii) above]. 
Tbis letter is revealing. C. P. Lai made the following points : — 

(a) He informed the Registrar firstly of his appointment as liquidator 
and hoped that the Registrar would agree that the order of investigation 
“has become infructuous because the Company is no longer in existence 
as such except for its beneficial winding-up”. He added that the relevant 
Sections of the Companies Act, particularly Sections 137, 138 to 141 A (of 
the 1913 Act) applied to Corajjanies which were functioning and were not 
in the course of_winding-up, because, according to him, in the latter case 
it was the liquidator who was seized of the affairs of the Company. 

(b) C. P. Lai then pointed out that perhaps the fact of the Company 
having gone into liquidation on 13th June, 1952 had escaped the Registrar’s 
notice otherwise he felt that the Registrar would have taken the necessary’ 
steps and passed orders for stopping the investigation, which, he averred, 
would not be warranted by law, after the Company had gone into liquidation. 

(c) Finally, having been so categorical about the legal position, C. P. Lai 
invited the Registrar to appreciate this position, and “issue immediate ncccs- 
sar>' instructions cancelling the investigation in question.” 

(d) Copies of this extraordinary letter were sent to the Secrctars' 
(Development) to the Delhi State Government and to the Inspectors. 

(vii) Tlie Inspectors got impatient and addressed a letter to C. P. Lai 
(Ex. 149) on 3rd July, complaining that he had not yet given the books 
for checking and that the dav before (2nd July), he had promi.scd to give 
his final reply “today”, meaning 3rd July, as to whether he would let the 
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Inspectors see the books. They reminded C. P. Lai of his assurance of 
co-operation with Government and themselves, the Inspectors appointed by ‘ 
<5ovemment, and finally asked him bluntly whether or not he will show the 
books and give the information. 

(viiil'On 4th July, the Inspectors wrote to the Registrar (Ex. 148) 
bitterly complaining that: — 

(a) they attempted to contact the. liquidator but were informed that he 
was in the Court; 

(b) at 2 p.m. the Inspectors telephoned but were told by the Secretary 
(M. R. Jain) that C. P. Lai had not returned, he did not know when he 
would return, and there was no fixed time for him to come to the office. 
The Inspectors even tried to contact C. P. Lai at his house but without 
success; 

(c) the Inspectors then informed the Registrar that it seemed to them 
that C. P. Lai was “intentionally evading to carry out the orders of the 
Government and has no desire to give co-operation in producing tite necessary 
books and other papers. Every time we contact him he puts up some plea 
■or the other and every time there is a different plea than the one previously 
given. We feel that they may be trying to take away the books from the ■ 
Registered Office of the Company and to remove other documents and 
evidence on which the investigation has to proceed. It is also quite likely 
that some of the books or papers may be found missing or might have already 
been removed;” 

(d) the Inspectors then urged the Registrar to take “some serious action", 
and even suggested that the books may be seized and kept in proper custody. 

So that by 4th July, the Inspectors had come to the conclusion that 
C. P. Lai was not only unwilling to co-operate but was being definitely 
obstructive, and they apprehended that the sajety of the books and records 
was in jeopardy. 

(ix) Oil 7th July, C. P. Lai wrote to the Registrar (Ex. 150) stating 
that the allegations that he was evading to show the books to the Inspectors 
were not correct and took upon himself to suggest that the circumstances in 
which the order of investigation was issued by the Registrar had changed and, 
therefore, the position required to be reconsidered. He admitted that the 
Registrar had informed him that his (Lai’s) contention was not acceptable 
to the Registrar. He went on to say that the two Petitions under Sections 
162 and 153C of the Indian Companies Act, 1913, were pending before 
the District Judge and when they came up for hearing on 4th July, the 
Court had imposed certain conditions within which he was now acting. As, 
according to Lai, the legal position had considerably changed, he was not 
himself clear as to how he should act and that he was having the legal 
position re-examined and in tlie light of the advice he would make a 
detailed representation to Government and if necessary to the Court for 
further directions. He asked the Registrar to advise the In.spcctors not to 
come to the office for inspection. 

(x) On 9th July, C. P. Lai wrote to the Registrar (Ex. 151) informing 
him ffiat on that day (9th July), he had applied to the Court of the District 
Judge for directions as to whether he should allow inspection of the books 
and documents relating to the Company and as the matter was now sub ftidicr 
he would abide by the directions of the Court. He hoped that the Registrar 
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would await orders of the Court and direct the Inspectors to wait till the 
order was known. 

(xi) On 14th July, the Registrar wrote to C. P. Lai (Ex. 153) with 

reference to C. P. Lai’s letter of 9th July and informed him diat the submis- 
sion of an application to the District Judge had not debarred the Government 
from carrying out the investigation by the Inspectors and advised him 
once again to produce , the books and documents to the Inspectors by 
16th July failing which the Registrar said that necessary action would have 
to be taken against C. P. Lai under- the law. A copy of this letter was 
endorsed to the Inspectors asking them to inform the Registrar if C. P. Lai 
failed to produce the books by 16th July. ' ’ 

(xii) In reply to the Registrar’s aforesaid letter of 14th July, C. P. Lai 
wrote to him on 16th July (Ex. 154) that without discussing the opinion 
expressed by the Registrar, the. Petition pending in the Court of the District 
Judge was fixed for hearing on 22nd July, and for the first time he suggested 
that he was collecting the books and accounts of the Company. C. P. Lai 
also wrote requesting that the Inspectors may be asked to stay their hands 
till the Petition had been decided. 

(xiii) On 17th July, the Inspectors wrote to the Registrar (Ex. 155) 
informing him, as per instructions contained in the .endorsement to his letter 
of the 14th addressed to C. P. Lai, that the latter had failed to produce 
the books on the 16th and the Inspectors suggested to the Registrar that 
some strong and immediate measures be taken to have the books and docu- 
ments produced for inspection. 

(xiv) On 25th August, the Secretary (Development) for the-Dellif 
State Government wrote to C. P. Lai (Ex. 156) reiterating his stand that 
the appointment of the Inspectors was made prior to the Company going 
into voluntary liquidation and therefore the orders of appointment were not 
affected by Ae subsequent act of the Company in appomting a voluntaiy^ 
liquidator. The Secretary (Development) further pointed out that there 
was no provision in the Companies Act, 1913 for the stay of proceedings 
by the Inspectors on the appointment of a voluntary liquidator and that 
the winding-up proceedings . could not, as suggested by C. P. Lai, claim any 
precedence over the investigation into the ^airs of the Company ordered 
by the Government. The letter wound up with the direction to make all 
the books of accounts, documents, materials and information to be made 
available to the Inspectors as may be required by them, immediately, failing 
which, the Secretary stated Aat the State Government would be compelled 
to take action against C. P. Lai under Section 140(3) of the Indian Com- 
panies Act, .1913 for failure to produce the books before’ the Inspectors. 
This letter was endorsed to the Inspectors who were asked to intimate 
‘at a very early date’ as to whether the books of accounts had been made 
available, to them by the voluntary liquidator. 

(xv) On. 29th August, the Inspector wrote to C. P. Lai (Ex. 157) stating 
that they were glad to know that C. P. Lai had now decided to co-operate 
wth the investigation proceedings and to place the books at their disposal. 
The letter gave certain instructions to C. P. Lai with regard to the production 
of the books, etc. 

(xvi) In reply to the last mentioned letter. of 29th August from the 
Inspectors, C. P. Lai wrote on 30th August (Ex. .158) expressing surprise 
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at the comment made by the Inspectors and stated that there was no question 
of any co-operation or non-co-operation with the investigation proceedings 
on his part. He added that his representations were made to Government 
and in exercise of his legal rights as the Custodian of the interest of the 
shareholders, and therefore to draw any inference of non-co-operation on 
C. P; Lai’s part was absolutely out of place and unfair. He further added 
that all this was now past history and hoped that there would be no 
misunderstanding. He requested the Inspectors to call at the Company's 
office on 2nd September. 

(xvii) Having offered his co-operation on 30th August, and having shed 
crocodile tears over the interests of the shareholders, C. P. Lai suddenly 
wrote to the Inspectors on 5th September (Ex. 159.) with which he enclosed 
a letter received from R. Sharma and M. L. Sodhani (Ex. 160), two of the 
ex-Directors of D. J. Ainvays and requested the Inspectors not to proceed 
with the investigation any further and to wait till the evening of 9th Sep- 
tember. The Inspectors were informed that they could start their investiga- 
tion on 10th September, provided no stay order was passed by the High 
Court on 9th September, At this stage, it would be worthwhile examining 
the contents of the letter from the two ex-Directors (Ex. 160). Tliesc 
two, who were at all times closely connected with R. Dalmia as an employee 
in the case of R. Sharma, and associated with him as in the case of 
M. L. Sodhani, expressed great anxiety and concern at C. P. Lai gving 
inspections of the books to the Inspectors. They went on to tell him that 
this was very improper and that he must appreciate that it was his duty to 
safeguard the interests of the shareholders who had elected.him (C. P. Lai). 
They stated that they expected that in a matter like this, C. P. Lai would 
move the High Court for restraining the investigation, but that as he had 
not done it himself, they, the two ex-Directors, intended to move the High 
Court themselves. Notice was, therefore, given to C, P. Lai that the 
inspection of the Company’s records should not be proceeded with at least 
until .9th September, by which time orders of stay from the High Court 
were likely to be available. Finally, they threatened C. P. 1^1 that he 
was not to allow the Inspectors to proceed with the investigation, and if he 
did not do this, he would be doing so at his own risk. 

(xviii) The Inspectors thereupon wrote on the same.date, 5th September 
(Ex. 161) to C. P. Lai, referring to the discussion that afternoon when 
they were informed that they would not be allowed to proceed with the 
investigation although it had been allowed to be started the previous afternoon. 
In a state of exasperation, the Inspectors asked C. P. Lq} to note the fact 
that he would rather take instructions from some of the ex-Directors or act 
according to their wishes than permit them to proceed with the investigation 
under the orders of Government. The Inspectors then went on to record the 
fact that they had not agreed to C. P. Lai’s request to stay the investigation 
but that he had refused , to show the books and documents. 

(xix) On the same date, 5th September, the Inspectors wrote to the 
Registrar of Companies. (Ex. 162), informing him first of all that they 
had received a letter from C. P. Lai, dated 30th August, to start the 
work on 2nd September and that when he was contacted on that day 
(2nd September), he informed the Inspectors that the work may be 
commenced on the 4th as he was going out of Delhi on the. 3rd. On 
the 4th C. P. Lai preferred that the work be started not earlier than 3 p.ni. 
and some books were placed before the inspectors. 
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The Inspectors then informed the Registrar that “difierent excuses” were 
given for having the continuation of the work delayed and finally C. P. Lai 
agreed to have the work resumed at 2-30 p.m. bn 5th September the day 
on -which the Inspectors attended his oflBce. 

Ofi reaching there, the Inspectors were informed by C. P. Lai’s repre- 
sentative that the books would not be made available, and the Inspectors 
were asked to contact C. P. Lai The Inspectors informed the Registrar 
that C. P. Lai had told them that he had received a letter from two of the 
ex-Directors of the Company who had “disapproved” the procedure of C. P. 
Lai allowing them the inspection of the books. The Inspectors then quoted 
to the Registrar a few of the matters which'they had found even in the 
course of their brief examination of the books on the afternoon of 4th 
September, and stated that the attitude of C. P. Lai in trying to keep the 
books from them created suspicions in their mind that C. P. Lai knew of 
serious discrepancies in the books which he would like to withhold and 
that all possible means were being adopted to stop the investigation pro- 
ceedings from being carried out. 

A copy of this letter was sent to the Secretary (Development) to the 
Delhi State Government. 

(xx) Apparently, C. ?. Lai got provoked by the Inspectors’ letter of 
5th September (Ex. 161) and wrote to them on 8th September (Ex. 163) 
and told them that their suggestion that he was taking instructions from any 
of the ex-Directors was “most improper and unwarranted”, and that he had 
nothing to do with any Director or Directors, and that he was not going to 
act according to their wishes or take instructions from them. He added 
that as the ex-Directors wanted an opportunity to move the High Court, 
he thought it was not unreasonable to have the inspection stayed till 9th 
September, C, P. Lai added that he had informed the signatories that unless 
they brought an order from the High Court, the work of the Inspectors 
would go on without interruption from 9th September. He instructed the 
Inspectors to proceed with the investigation on 9th September as soon as 
they heard from him. 

A copy of this letter was sent to the Registrar of Companies asking 
him to request the Inspectors to contact C. P. Lai on the afternoon of 
9th September. 

(xxi) The Inspectors wrote to C. P. Lai on 10th September (Ex. 164) 
which letter again shows how C. P. Lai was attempting to delay the course 
of the investigation : — 

(a) by not making himself available on the telephone when the 
Inspectors telephoned him although he was at the house; and 

(b) by asking the Inspectors to undertake their work at the Com- 
p^y’s office daily from only 3 p.m. onwards, so that hours of 
work would be seriously curtailed. 

(xxii) In reply, C. P. Lai wrote to the Inspectors on 10th September 
(Ex. 165), in which he suggested a discussion with the Inspectors on the 
next day to’ arrange for their working hours, but at the same time, he pointed 
out that the Inspectors should take into consideration the fact that the day 
to day work of the Company should go on reasonably thereby suggesting — 
that he could not make the books available all day during working hours. 
As to the Inspectors suggestion that they would bring 2/3 persons fron; 
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their office to work on the inspection, C. P. Lai stated that there was 
delicacy involved in the matter in view of two cases pending in the court 
against the Company and the outgoing Management, and he suggested, while 
repeating his hoUow assurances of full cooperation, ’that the inspection should 
be conducted confidentially, so that there may be no charge' against the 
Inspectors or himself of any complicity in prejudicing the proceedings in the 
Court. He then went on to point out the difficulty of accommodating 3 more 
persons in the office, but suggested that the matter may be considered the 
next day. 

It is difficult to conceive how Inspectors can perform their work in a 
big Company of this nature, particularly when speed was the essence of the 
matter, if they are given 2 to 3 working hours per day. In our opinion this 
was nothing but an attempt to prolong the inquiry, in order to push through 
the scheme of amalgamation. We shall deal with that later. It is also evident 
that C. P. Lai did not want a larger staff of Inspectors to work in his office 
as that would have meant quicker disposal of the work. 

(xxiii) Between the 10th and 20th September, apparently some books 
were produced before the Inspectors, but it is also apparent that as few 
books as possible were produced and without any vouchers. This is clear 
from the Inspector’s letter, dated 20th September (Ex, 166) addressed to 
C. P. Lai, in which the Inspectors pointed out the material they would require 
for the purpose of their investigation and which had not been produced. 
The Inspectors pointed out also that at the rate at which the books were 
produced, it would not be possible to finish the investigation within a 
reasonable time and requested C. P. Lai to make suitable arrangements to 
remove these difficulties. 

(xxiv) Some investigation work appears to have proceeded up to 9th 
October, on which day C. P. Lai wrote to the Inspectors (Ex. 167), inform- 
ing them that certain books had to be produced in the Court of the District 
Judge at Delhi on the next day, 10th October, in the matter of S. Chandra 
Vs. Dalmia Jain Airways Ltd. (Ex. 188). He, therefore, requested the 
Inspectors to stay their work so that he could prepare a list of the books for 
production in Court. 

(xxv) On 11th October, C. P. Lai wrote to the Inspectors (Ex. 168) 
that the books had been received from the Court and that the investigation 
may be started from 14 th October. 

(xxvi) On 13th October, the Inspectors wrote to C. P. Lai (Ex. 169) 
in which they drew his attention to the various books and information which 
they had asked for earlier, particularly in their letters of 29th August 
(Ex. 157) and 20th- September (Ex. 166). C. P. Lai was told in this 
letter that was taking a long time for the information to be produced and 
at that rate the investigation was likely to be must delayed. 

txxvii) On 22nd October, C. P. Lai wrote to the Inspectors (Ex. 171) 
and gave them some of the formation asked for earlier. 

With this letter was enclosed Ex. 172, a letter from the Secretary of 
Allenberry & Co. Ltd. to D, J. Airways, stating that the books of the joint 
venture business for their four half-years ended 30th June, 1948 had been 
sent to Dacca in connection with the income-tax assessments in Pakistan 
and that they had been held up there. 
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(xxviii) Gn 25th October, the Inspectors wrote to C. P, Lai (Ex. 173) 
and made inquiries regarding various matters which had arisen in the 
course of their work, and in particular, about the books of the joint 
venture. ... 

(xxix) On .28th October, the Inspectors wrote to the Secretarj' 
(Education) to the Delhi State Government (Ex. 174) in reply to his 
letter, of 16th October, in which he had asked the Inspectors to make a 
special efforts to coinplete the investigation of D. J. Airways. In this 
letter, the Inspectors pointed out the various difficulties they had encountered 
in the performance of their work and the lack of information, or information 
. delayed on purpose, and- asked the Secretary whether he would like to have 
a report on the matters which they had already investigated. 

(xxx) On 28/29th October, C. P. Lai wrote to the Inspectors (Ex. 175) 
in. reply to their letter of 13th October (Ex. 169); and in reply to 
para 2 of the Inspectors’ letter of 25th October (Ex. 173), C. P. Lai 
stated that he was communicating the substance of para 2 to Allenberry 
& Co. Ltd., and would revert to the subject on hearing from them. The 
aforesaid para 2 referred to the inquiries made by the Inspectors concerning 
the books of the joint venture business. The fact that C. P. Lai, as late 
as 28th October, had to refer the matter to Allenberry regarding the 
Joint Venture Accounts and books, indicates that he had taken no steps, 
whatsoever in the discharge of his duties as liquidator. The joint venture 
business was the only business carried out by D. J. Airways during its 
existence, apart from a few stray air charters in the Air Section. 

In the same letter, C. P. Lai pointed out that the auditors of the 
Company, . M/s. Sodhbans & Co. were asked to give a full report on the 
condition of the Company as on the date of its going into liquidation, viz.,, 
13th June, 1952, and that the auditors had proceeded with their work, but 
before they could complete it, the Inspection had intervened and the work 
of the auditors came to a standstill. C. P. Lai also complained that the 
normal work of the Company and the winding up also was at a standstill 
because of the inspection, which is entirely untrue. The Company did not 
work as such, tire joint venture having been terminated on 30th June, 1948. 
four years back, and as far as the winding-up was concerned, C. P. Lai 
was doing precious little. 

(xxxi) Then there are two letters both of 4th November, one from 
C. P. Lai to the. Inspectors and the other from the Inspectors to C. P. Lai 
(Ex. 176 and 177 respectively). In the former, C. P. Lai informed the 
Inspectors that all the books had been produced except the joint venture 
books, but the Inspectors in their letter pointed out that some of the books, 
other than the joint venture, had still to be produced. In respect of the 
joint venture books, the Inspectors stated that since they were with the 
General Manager of Allenberry at Dacca, they could, if necessary, invoke 
tlie assistance of Government to make the books available for inspection. 
The books of the Air Section were partially produced as shown by the 
Inspectors’ letter to C. P. Lai, dated 15th November (Ex. 178). 

(xxxii) Apparently, the investigation was again held up and on 17/18th 
November, C. P. Lai wrote to the Inspectors (Ex. 179) that the Air 
Section books for 1946/47 and 1947/48 which were at Calcutta were 
expected to be .re-arranged for production before the Inspectors in about 
a week or ten days’ time. 



459 


Regarding the joint venture books, he enclosed a copy of a letter under 
date 4th November, received by him from, the Secretary of M/s. Allenberry 
(Ex. 179-A), in which the latter informed C. P. Lai that the Income-tax 
Officer had given an assurance to their Dacca Office that he would allow 
the books to be brought to India about the end of November, and said 
that there was reasonable chances of this being fulfilled. 

(xxxiii) In reply to C. P. Lai’s letter of 17/18th November (Ex. 179) 
the Inspectors wrote to him on 20th November (Ex. 180) pointing out 
that while they realised that it would take time to re-arrange the records, 
the information asked for should have been forthcoming and the books 
re-arranged “by this time” {viz. 20th November). C. P. Lai was reminded 
again about the production of vouchers and told that the queries raised 
by them (the Inspectors) should be settled before they proceeded further 
•with their work. . 

(xxxiv) On 25th November, one Chhail Biharilal wrote to the Inspec- 
tors on behalf of C. P. Lai (Ex. 181) stating that the books of the Air 
Section for 1948 and 1949 had not been inspected and that the Inspectors 
had not turned up as expected; besides material had been gathered to 
answer 10 out of the 20 points raised by the Inspectors. 

(xxxv) On 29th November, the Inspectors wrote to the Secretary, 
Ministry of Finance (Ex. 195) that by a letter, dated 26th November from 
the Secretary to the Delhi State Government to the Registrar of Companies, 
a copy of which had been forwarded to the Inspectors, it was, communi- 
cated that the Chief Commissioner, Delhi, had appointed Messrs Vaidyanath 
Aiyar & Co. as Inspectors to investigate into the affairs of D. J. Airways 
and that the Inspectors had been asked to hand over all the books and 
documents to Messrs Vaidyanath Aiyar & Co. This was at the time when 
the report of the Inspectors was almost ready and they informed the Secre- 
tary to the Ministry of Finance that the report was handed over to die 
Secretary, Delhi State Government on 28th November. 

(i) It will be appropriate to see now what C. P. Lai did as a Liquidator. 
But before doing so we will observe the duties cast upon a Liquidator. -To 
put it shortly, ffie duties of a Liquidator would be, to realise the assets of 
the company, to pay off its liabilities and to return the balance, if any 
left thereafter to the shareholders. In certain cases, the Liquidator would 
be justified in carrying on the business of the company with a view to its 
beneficial winding-up. It will be seen from this that C. P. Lai did notliing. 
Ex. 171', dated 22nd October, 1952 is a letter addressed by him to the 
Inspectors from which it is obvious that when the Inspectors asked for the 
books of the joint venture business with Allenberry, which business consti- 
tuted, as we have seen the above, the only business of D. J. Airways apart 
from stray air charters, C. P. Lai had not even bothered to collect the 
books of the joint venture. With Ex. 171 he enclosed the letter, dated 
lOlh October, 1952 from R. P. Gurha, Secretary of Allenberry & Co. Ltd., 
addressed to D. ,J. Airways (In Voluntary Liquidation) (Ex. 172) stating 
that the books were at Dacca. The relevant portion of Ex. 171 reads as 
under : — 

“On receipt of your requirements I got an enquiry addressed to 
M/s. Allenberry & Co. about the books referred to in this 
para. I am enclosing a copy of the letter received from them 
which will explain the position.” 
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The letter enclosed is Ex, 172. 

(ii) . When the Inspectors wrote to. C, P. Lai again on 25th October 
(Ex. 173) they enquired what books were kept in respect of the joint 
venture account with AUenberry, asked him to fomish a list of the books 
maintained, whether any efforts were made to obtain them for the inspection 
of the Inspectore and when these were expected to be received, and finally 
they wanted to know at what places in the territory of India the goods of 
the joint venture were stored and sold and what books were maintained 
at such places. In Ex. 175, dated 28/29th October, C. P. Lai \vrote to 
the Inspectors in reply to the above enquiry as follows : — 

“I am communicating the substance of para 2 of your letter under 
reply to Messrs. AUenberry & Co, Ltd., and will revert to the 
subject on hearing from them.” 

(iii) Similarly, in the same letter (Ex. 171), C. P. Lai informed the 
Inspectors that he had “ordered that the old records of this section should 
also be collected and made available to you without avoidable delay”. 
“This section” refers to the Air Section of D. J. Airways and by the “Old 
records” C. P. Lai meant the records prior to 1950/51. This indicates 
that he had not made any efforts even to see the books of the Air Section 
prior to 1950/51. 

(iv) C. P, Lai did not even have list of investments made from time to 
time in the shares of companies showing the name of the company, number 
of shares purchased, normal value of each share, amount paid whether 
cost or market, seUers’ or brokers’ notes or intimations through whom tiie 
shares were purchased, when purchased, balance sheets of such companies- 
and the list of Directors of those companies pertaining to the period one 
year before and one year after the investments remained in those com- 
panies. He wrote to the Liquidators that the list was under preparation,, 
when he was requested , to produce such a list. 

(v) Again, C. P. Lai took no action with regard to Ex. 5 of 5th Au^st,. 
1951 with which we have already dealt. 

Was it not the elementary duty of a liquidator to enquire into the 
agreement whereby a company owned by R. Dalmai owed a debt to 
another company — a public company (D. J. Airways) — to the extent of 
98 per cent of its capital ? Equally, was it not the duty of the Liquidator 
to proceed against the. Directors by making an application to the Court 
under Section 235 of the Indian Companies Act, 1913 ? C. P. Lai did' 
none of these things, 

(vi) There are other instances but these will suflBce to show that C, P. 
Lai took no action and the reason why he took no action is explained’- 
below : — 

(5) On 16th November, 1952, 5 shareholders of the company, namely, 
P. K. Roy, S. N. Dudani, R. P. Gurha, M. R. Jain and L, R. Sharma wrote' 
to C. P. Lai (Ex. 8) that on negotiations carried out by them with Dalmia 
Jain Aviation Ltd., the latter company .had agreed to take over the entire 
existing assets -and liabilities of D. J. Airways provided the draft scheme 
which was enclosed with that letter was sanctioned by the Court with such 
modifications as may be acceptable to them. These five were all employees 
of Dalmia concerns. C. P, Lai was, therefore, requested to apply to the^ 
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Court for taking such steps as may be necessary for getting the scheme 
sanctioned. 

(6) Nothing happened until 3rd December and Mr. Hajila^ Counsel 
for C. P. Lai, stated that C. P. Lai could not take any action either in the 
liquidation proceedings or under the scheme until the disposal of certain 
matters which were pending before the District Judge. On 3rd December 
the District Judge refused to grant the petition for the compulsory winding- 
up of D. J. Airways (Ex. 25) and on that very day, C. P. Lai, who was 
obviously waiting in the wings to jump on to the stage, rushed in with his 
application to the Court under Section 153 and 153A of the Indian Com- 
panies Act, 1913 (Ex. 10) for amalgamating D. J. Airways -with D. J. 
Aviation Ltd. It may be explained that the scheme is dated 3rd December, 
1952 the very day on which the Court dismissed the aforesaid petition 
(Ex. 25) for the compulsory winding-up of the .D. J. Airways. The 
sudden burst of speed on the part of C. P. Lai is remarkable when one 
observes his total inaction in liquidation proceedings and the prevaricating 
and obstructive attitude he adopted towards the Inspectors for 4} months. 

(a) On 5th December, 1952, the District Court heard the apphcation 
and appointed one Charan Das Puri, Advocate, to be Chairman of three 
meetings to be held on 31st December, 1952 at the registered office of the 
company, and as enjoined in the Court’s orders, Charan Das Puri sub- 
mitted his report of the meetings to the District Court (Ex. 11). Tire 
scheme was placed before the District Judge and was announced on 10th 
February, 1953. 

(7) Briefly, the scheme was for the transferee company, namely D. J. 
Aviation Ltd. to pay to the shareholders Re. 1 per share immediately, 
eleven yearly instalments of Annas 12 each, and a» final instalment of Re. 1 
payable one y6ar after the last of the aforesaid eleven instalments. In 
the alternative, instead of receiving the amount in instalments, the share- 
holders were given the option to accept either (a) a cash payment of 
Rs. 4-8-0 per share to be paid within two weeks of the said notice or (b) a 
sura of Rs. 6 to be paid in six six-yearly instalments of Re. 1 each, the first 
instalment being payable within 6 weeks of the said notice. It is the 
alternative proposal which was modified when the scheme went before the 
District Judge and the modifications were as follows : — 

(a) Rs. 5-4-0 per share immediately to such shareholders who desired' 
to avail of the option; (b) in the alternative Rs. 7 in five years; and (c) in 
the alternative Rs. 10-4-0 per share in ten years. (The Act that was then 
in force) was to ask the court to examine into the conduct of any promoter, 
director or officer of the company under liquidation if certain improprieties 
or wrongs would appear to have been committed by them. 

We have seen that to the knowledge of C. P. Lai an amount of 
Rs. 2,44,25,417-1-0 was transferred to D.C.P.M. under Ex. 5, supposedly 
on 5-8-1951. The trial balance of D. J. Airways as on 13-6-1952 (Ex. 
6) showed that in addition to the debt thus taken over (supposedly on 
5-8-1951) D.C.P.M. owed D. J. Airways another Rs. 99,53,506-9-5 on- 
its own account bringing the total indebtedness up to Rs. 3,43,78,923-10-5. 
It was, therefore, evident that D.C.P.M. had not paid D. J. Airways any- 
thing between 5-8-1951 and 13-6-1952. This is a matter that, on the 
face of it, required looking into. But no inquiry was made nor was thc- 
court apprised of the situation. 
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Then, again, as we have seen, the only assets of D. J. Aviation on the 
date of the meeting were the cash and bank balances of Rs. 3,554-12-0 
and the unsecured indebtedness of D.C.P.M, amounting to 
Rs. 99,93,963-15-6, The date of the nieeting was 31-12-1952 and this 
fact was not disclosed at that meeting nor was it disclosed that at that 
time D.'C.P.M. bad been converted into a private limited company in 
which R. Dalmia was practically the sole beneficiary. 

Now one of the purposes of the liquidation was to get the books of 
D. J. Airways out of the way so that they could be destroyed. We will 
now examine that and see how C. P. Lai was a party to this too. 

(8) On 13th February 1953, C. P. Lai wrote to R. Dalmia Jain Aviation 
Ltd. (Ex. 15) informing them of the order of the District Judge, dated 10th 
February (Ex. 12) and requesting the company “to depute one of your 
officers duly authorised to take charge of all the assets, and records of the 
Dalmia Jain Airways Ltd., Delhi (In Voluntary Liquidation) from me.” He 
also informed the company in the same letter that he was retaining 
Rs. 52,500 as his remuneration and another sum of Rs. 7,500 for the out- 
standing costs of liquidation. Accordingly on the same date, namely 13th 
February 1953, he wrote to the manager, the Punjab National Bank Ltd,, 
Delhi (Ex. 24) to transfer a sum of Rs. 52,500 to the Savings Bank Account 
of C. P. Lai at Hazarat Ganj Branch, Lucknow and also asked the bank to 
transfer Rs. 7,500 to the Current Account of D.J.A. It may be mentioned 
here that there is some discrepancy in the date of Ex. 15 and Ex. 19. Ex. 19 
is exactly the same letter as Ex, 15 except that in Ex. 19 the date is February 
12th and not February 13th as in Ex. 15. We accept that this may . be a 
mikake but nevertheless*even taking February 13th as being the correct 
date as per Ex. 15, one can see the hurry with which C, .P.,Lal was moving 
on that day. . ^ ’ 


(9)' After the Board Meeting, G. Ramchandran, a Director of Dalmia 
Jain Aviation Ltd., who incidentally was the Stenographer to R. Dalmia, 
was deputed 'by letter, dated 13th February, 1953 <Ex. 16) addressed to 
C. P. Lai by S. N. Dudani,' Secretary of D.' J. Aviation Ltd., to take charge 
of all the assets and records of D.J.A, This letter must have been typed 
after 5.30 in the afternoon, that is to say, after the Board Meeting of D. J. 
Aviation Ltd., and taken thereafter by G. Ramchandran to C. P; Lai.- On 
the same day, 13th February 1953, G. Ramchandran' wrote a letter to 

C. P. Lai (Ex. 17.) confirming that he had received complete charge of 
all the assets and records including the records in the safe of D.J.A. .Again 
on the same day, February -13th, 1953 (Ex. 20) C. P. M wote a letter to 

D. J. Aviation Ltd., confirming that he had handed over, the' charge, 
of D.J.A; to G. Ramchandran. Tlien there are .three other letters, all of 
13th February 1953, addressed by'C. .P. Lai to the Punjab National Bank 
Ltd., Delhi (Ex. 21, 22 and 23) asking the ba.nk to transfer .certain sums 
standing to the credit of D.J.A. to D. J, Aviation Ltd. We find, therefore, 
that after the Board Meeting of D. J. Aviation Ltd., which concluded .al 5.30 
in the afternoon,, there was an exchange of at least three . letters, namely, 
Ex. 16, Ex. 17 and Ex. 20. Contrast this action on the part of C.. P. Lai 
with his inactivity in handing over the books and giving information to the 
Inspectors. 
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(10) To sum up the attitude of C. P. Lai, 

(i) He obstructed the Inspectors and delayed the production of informa- 
tion, to them, firstly on alleged legal grounds, and secondly, when these were.- 
out of the way, by other methods described above. tLe interests which, 
the Inspectors were safeguarding and the interests which the Liquidator was, 
suppos^ to safeguard were common, namely, those of the shareholders and. 
shareholders alone. In the circumstances, he should not only have offered, 
all co-operation to the Inspectors, but should have welcomed the Inspection 
which would have given him sufficient material to help him in the course 
of carrying out his duties as a, Liquidator as also to proceed against the 
directors and the officers of the company. 

(11) He took no action to look into the affairs of the company or to> 
collect its assets or look into the agreement (Ex. 5), dated 5th August, 1951' 
which transferred 98% of the assets of D.J.A., the public company in- 
liquidation, to D.C,P.M., another company controlled by R. Dalmia, or to 
ta.ke any proceedings against the directors and officers under section 235. 
for recovery of the amount lost to the company. 

(iii) He kept dormant until 3rd December when the Court dismissed 
the petition for die compulsory winding-up of D. I. Airways, and then with 
great speed, simultaneously produced the scheme of amalgamation on the 
same day to the Court. When the scheme was passed by Court on IQth 
February 1953, he filed the Order of the Court on the next day with tlic 
Registrar under section 153A (3), petitioned for formal directions on the- 
order on the same day, namely, 11th February, obtained the directions of' 
the Court on 13th February and handed over the books on that very day 
to the transferee company, Dalmia, Jain Aviation Ltd,, after office hours, 
without taking any undertaking from that company not to destroy the books 
and to make them available for inspection when_ called for; and this despite 
the various allegations of mismanagement against the company and the 
total loss of its assets in favour of a company controlled by R. Dalmia. 

(11) Looking to the above, we cannot but arrive at the inevitable con-, 
elusion that C. P. Lai was in conspira,cy with R. Dalmia to prevent any 
action being taken, against the directors and officers for mismanagement and' 
this can be borne out also by the amount of fees sanctioned for his appoint- 
ment, namely, Rs. 52,500, of which eventually he repaid Rs. 20,000, Wc 
may add that we are not attempting to lay doNvn a yardstick for fees which 
Liquidators should charge, but it is apparent, that the fees here were totally 
out of proportion to the work involved and smacked of a consideration for- 
services other than that for professional services as Liquidator. 
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SCHEME OF AMALGAMATION 

Now to go back to the liquidation proceedings. On 5-1-1953, C. P. Lai,, 
as Liquidator presented a petition to the court of the District Judge, Delhi, 
at the instance of five shareholders for a scheme under Section 153 and 
153-A of the Companies Act. The facts leading up to this are follow : — 

C. P. Lai admitted in his evidence that he had an interview with 
R. DaJmia at Dalmia’s house soon after his appointment as liquidator and 
that Dalmia told him about the appointment of the Inspectors and about the 
allegations that the shareholders were making against him. 

On 16-11-1952, five of the shareholders of D. J. Airways wrote to the 
liquidator (Exs. 8 and 9) and told him tha,t D. J. Aviation had agreed to 
take over all the existing assets and liabilities of D. J. Airways under a 
scheme that they wanted C. P. Lai to present to the Court. 

The five shareholders were as under : 


Shareholder 


P. K. Roy 
S. N. Dudani 
R. P. Gurha 

L. R. Sharma 

M. R. Jain 


No. of 
shares 
registered 
in 
their 
name 

4,94,320 

2,59,290 

.2,29,815 

1,75,680 

200 


These persons were all in the employment of R. Dalmia or one of tlie 
Dalmia concerns and they held these shares benami for the Bharat Union 
Agencies, in which company R. Dalmia was the main beneficiary. The 
shareholders’ position of Bharat Union Agencies on this date was as 
follows : — 

Out of the 2,000 shares 
R. Dalmia held 1,200 and 
Govan Bros 800 

Govan Bros, is just another name for R. Dalmia because at that date 
he was the sole beneficiary in Govan Bros. Therefore, when all the aliases 
were discarded it means that R. Dalmia was at tha,t date the beneficiary in 
Rs. 1,15,00,000 worth of D. J. Aviation shares out of a total of 
Rs. 3,50,00,000, that is to say, of nearly 43% of the paid-up capital; and 
he, hiding behind a screen of so-called shareholders was the person when 
wanted Lai to present the scheme to the Court. 

C. P. Lai says that he did not feel it was necessary for him to look into 
this because he was satisfied with the merits of the scheme; but he admits 
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^hat Imevv that S. N. Dudani, R. P. Gurha and M. R. Jain were connected 
with R. Dalmia. and he also admits that he knew, as the scheme itself says, 
•that Rs. 15 lacs of shares are “held by certain persons or joint stock com- 
panies associated directly or indirectly with Seth R. Dalmia.” 

C. P. Lai said that R. Dalmia telephoned him after this and asked him 
,.to see whether the scheme was in the interests of the shareholders. 

Under the scheme (Annex. A to Ex. 10) the shareholders were given an 
toption either, 

A. to accept. ■ 

(1) a down payment of Re. 1 per share, with 

(2) eleven annual instalments of As. 12. 

(3) a final payment of Re. 1. , 

That is to say payment of each Rs. 10 share was to be spread over 12 
jears; or , 

B. (1) a cash payment of Rs. 4/8/- per share, or 

(2) Rs. 6 in six-yearly instalments of Re. 1 per share. 

On 20-6-1951, R. Dalmia gave the shareholders of D. J. Airways a 
-categorical assurance at the shareholders’ meeting held on that date that he 
would be personally responsible for every penny that was advanced to Allen- 
berry (Ex. 285/D). But what was the value of that assurance ? 

He was in control of both D. J. Airways and Allenberry and see what 
liappened. Allenberry owed D. J. Airways a very large sum of money and 
>on 11-6-1948 Allenberry said they were unable to pay anything of their 
debt, not even the interest. R. Dalmia did not come fonvard and pay up 
•.though, to all intents and purposes Allenberry was just an alias for himself 
and his relatives. Instead the agreement. Ex. 37, was entered into under 
which Allenberry said it would pay in three instalments, the first of which 
was due on 30-6-1949. 

Again what happened ? There was default in payment of the very first 
Instalment. R. Dahnia did not step into the breach and make good the 
•deficit. Instead there followed the juggling with the accounts that we have 
•seen. The .shareholders of D. J. Airways got nothing out of it. 

Then came Ex. 5 under which D.C.P.M. took over Allenberry’s liability 
-and agreed to pay up with 19 years but without interest. Again R. Dahnia 
■did not come forward to make good even the interest. " 

And then what happened to D.C.P.M. ? Even if 5-8-1951 he accepted 
as the date of Ex. 5, D.C.P.M. went -into liquidation on 18-2-1953 without 
-even the customary 21 days’ notice and, following the pattern of D. J. 
Airways, there was a members’ voluntary wihding-up, a scheme, and a 
transfer of all assets to Delhi Glass Works. 

Now whether C. P. Lai .knew these facts or not he could have known 
if he had exercised the due care and caution that is expected and required 
■of a liquidator, particularly after the strong allegations made by some 
•of the shareholders had been brought to his notice, and after the apjwint- 
ment of the Inspectors. But even if that is disregarded it is an ordinary 
business precaution to require something more than an airy verbal promise 
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in a large business transaction of this nature. Something more is required 
in a normal business deal. C. P. Lai as a, lawyer promised a fee of 
Rs. 52,500 for this liquidation must have known that. 

And what was the financial position of D.J. Aviation? It was floated 
as an air\vays company and never did any aviation business. No part of 
its supposedly paid-up capital of Rs. 1 lac was used for the purpose for 
•which the company was floated, and it had no assets except the unsecured 
indebtedness of D.C.P.M. amounting to. Rs. 99,93,963-15-6, and cash and 
bank balances of Rs. 3,554-12-0; and it had never paid any dividends. Of 
the supposedly paid-up capital of Rs. 1 lac, only Rs. 10,000 was received 
in cash. The balance of Rs. 90,000 was just debited to the D.C.P.M. 
account in its books; and we have seen what D.C.P.M. was worth. It 
had no means of clearing that liability. 

Despite this C, P. Lai presented the scheme to the court (Annex. A to 
Ex. 10) and recommended that the court accept it and said, 

“The petitioner has carefully examined the proposed scheme of arrange- 
ment.” 

The petition only set out the following facts, 

(1) “that the petition was being filed at the request of certain 
shareholders of D. J. Airways; 

(2) If the scheme was sanctioned it would save much expenditure 
and would greatly facilitate the expeditious and beneficial 
winding-up of D. J. Airways; and 

(3) that he bad “carefully examined” the proposed scheme and 
believed that it deserved consideration by the court and the 
shareholders”. 

The following very material facts about the scheme were not disclosed 
to the court : 

(1) that under an agreement dated 5-8-1951 (Ex. 5) D. J, Airways 
had transferred assets amounting to Rs, 2,44,25,417-10 (that 
is 98% of its paid-up capital) to D.C.P.M. and that D.C.P.M. 
had promised to pay for it in 19 years without interest and 
tha,t no security was taken; 

(2) that Government had ordered an investigation into flic affairs 
of D. J, Airways and that the books of the joint venture 
business maintained by Allcnberry & Company could not 
be produced before the Inspectors; 

(3) that the company’s latest financial position could not be shown 
because the auditors report about die period from 1-7-1951 
to 13-6-1952 had not been received; 

(4) that the transferee company, D. J. Aviation, was a private 
limited company that had not declared any diwdcnds on its 

■ ordinary shares right from the date of its incorporation; 

(5) even when he did receive (he audit report on 6-2-1953 he 
still did not bring the report to the notice of the court; and 

(6) he gave the court no clue about the financial position of the 
transferee company, D. J. Aviation. 
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When we compare C.P. Lai’s petition with the scheme we find that the 
petition discloses nothing beyond what was stated in the proposed scheme 
that was sent to him by_5 out of the 20,000 shareholders of D. J. Airways, 
shareholders, who, as ""we ha,ve seen, were nothing but a disguise for 
R. Daliuia. All that C. P. Lai did as liquidator was to take the scheme to 
^e court and leave it to the shareholders and the court to declare whether 
it should be sanctioned. That is not the conduct expected of an indepen- 
dent liquidator and certainly hot of one who certifies that he has “care'* 
iully examined” the proposed, scheme and “recommends it for the con- 
sideration of the court and the shareholders”. ’ 

From there we pass on to 31-2-1952. The scheme was considered 
at a meeting of -the general body of shareholders on that day. C. P. Lai 
was present and addressed the meeting and so did R. Dalmia. The scheme 
was then formally approved by tlie meeting. 

It was approved by the court on 10-2-1953 in the presence of C. P. Lai 
<Ex. 12). 

Lai was appointed on a remuneration of Rs. 52,500 but in view of 
the amalgamation he agreed to forego Rs. 20,000 and only charged 
Rs. 32,500, but even so, as he worked for only months from 13-6-1952 
to 13-2-1953 the fee that he earned works out to cover Rs. 4,000 a month, 
that is, between 2i to 3 times his normal income; and what he was promised 
was more than double that. His income at that time was Rs. 15,000 to 
20,000 a, year, so this was very adequate remuneration for the little that he 
was expected to do as liquidator, especially as he admitted that he had no 
previous experience of companies liquidation. 

Now oiie of the things that a liquidator was suppose to do under 
■section 235 of the Indian Companies Act, 1913 (the Act that was then in 
force) was to ask the court to examine into the conduct of any promoter, 
director or oflficer of the company under liquidation if certain improprieties 
■or wrongs would appear to have been committed by them. 

We have seen that to the knowledge of C. P. Lai an amount of 
Rs. 2,44,25,417-1-0 was transferred to D.C.P.M. under Ex. 5, supposedly 
■on 5-8-1951. The trial balance of D.J. Airways as on 13-6-1952 (Ex. 6) 
•showed that in addition to the debt thus taken over (supposedly on 
•5-8-1951). D.C.PM. owed D.J. Airways another Rs. 99,53,506-9-5 on its 
own account bringing the total indebtedness up to Rs. 3,43,78,923-10-5. 
It was, therefore, evident that D.C.P.M. had not paid D. J. Airways any- 
thing between 5-8-1951 and 13-6-1952. This is a matter that; on the 
face of it, required looking into. But no inquiry was made nor was the 
•court apprised of the situation. 

Then, again, as we have seen, the only assets of D.J. Aviation on the 
•date of the meeting were the cash and bank balances of Rs. 3,554-12-0 and 
the unsecured indebtedness of D.C.P.M. amounting to Rs. 99,93,963-15-6. 
The date of the meeting was 31-2-1952. 

Now one of the purposes ,of the liquidation was to get the books of 
D. J. Airways out of the way so that they could be destroyed. We will 
now examine that and see how C. P. Lai was a party to this too. 



CHAPTER VII 

DESTRUCTION OF ACCOUNT BOOKS 


In an earlier part of our report we put our finger on a number of specific 
frauds, manipulations and irregularities. If the books of these various 
compani^ could be seen most of this would either be proved or disproved. 
It is obvious that if the books disproved the allegations that were made from 
time to time they would at once have been produced. But N. C. Roy 
said in his letter Ex. 268/23 dated 1-5-1951 that they could not be shown 
to the income tax authorities and explained why. The papers that 
N. C. Roy referred to related to the disposal vehicles and cover part of the 
joint venture business. It is obvious that D. J. Airways would also have 
documents relating to the same matter and that their disclosure would 
have been as disastrous to those interested in hiding the facts as the 
production of AUenbeny’s books. Therefore, it was clearly desirable 
from their point of view to destroy the lot; and that was one of the aims 
of the liquidation. 

Another reason for the destruction was that the Inspectors said in their 
report that they had discovered a number of frauds and irregularities. 
Civil and criminal proceedings might well have followed as a consequence, 
and in particular misfeasance proceedings in respect of Ex. 5 under which 
the assets of D. J. Airways were transferred to D.C.P.M. at half the cost. 

It was also necessary to place the books beyond the reach of the income 
tax authorities in India. It seems that they were wanted by them because 
C.P. Lai told us that he first learned about the destruction from them. 

The material facts that led up to the destruction are these : 

As we have seen AUenberry’s outstandings against D. J, Airways were 
Rs. 1,35,25,417-1-0 on 30-6-1951 (Ex. 26/18). These outstandings were 
transferred to D.C.P.M. under Ex. 5, supposedly on 5-8-1951, and D.C.P.M. 
undertook to pay within 19 years without interest. D. J. Airways also 
transferred shares of the value of Rs. 1,09,00,000 to D.C.P.M. at a time 
when D.C.P.M. itself was indebted to D. J. Airways to the extent of 
Rs. 90,35,318 (Ex. 26/17) and could not pay. 

These and other facts led to the appointment of Inspectors on 7-6-1942; 
and within 6 days of the appointment, namely, on 13-6-1952, D. J. Airways 
was taken into voluntary liquidation; and we have seen how tlic investi- 
gation was thwarted and that the accounts of the joint venture have not 
been disclosed to this day. 

As late as 7-7-1952, the liquidator C.P. Lai wrote to the Registrar and 
asked him to tell the Inspectors to “wait” and “not to come” to the office 
for inspection (Ex. 150). 

Between 2-11-1952 and 16-11-1952 a scheme was evolved and negotia- 
tions -were carried on between D. J. Airways and D. J. Aviation regarding 
a proposal under which all the “assets” of D. J. Airways were to be 
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transferred to D. J. Aviation subject to sanction of the proposed scheme by 
the court (Ex. 8 and 9), , . 

On 20-11-1952 the Inspectors specifically asked the liquidator for the 
books relating td the joint venture account 'and complained that they had 
not been produced up tUl that time. (Ex. 180). 

; Im- December 1952 R. Dalmia held ,19,62;275 shares of D. J. Airways 
while the public held only 15,37,725,' therefore, R. Dalmia controlled D. J. 
Airways at that time though the investihg public still held a very substantial 
interest in the , company. • , 

On 3-12-1952 D. J; Airways and D. J. Aviation proposed a scheme of 
amalgamation under Which "all sset^’ of D. D Airways shall be transferred 
(Annex. A to Ex. 10). The liquidator endorsed this and asked the court 
to sanction the scheme. But he did not reveal to the court, either then or at 
any' time, that Inspectors had been appointed to investigate, into the affairs 
of D. J. Airways and had submitted their' report a few days earlier. . 

. On the same day the court made an order directing that D. J. Airways 
should not be compulsarily wound up. . . , • 

On 3rl2-1952.the proposed scheme of amalgamation (Annex. A Ex. 10) 
was passed at a: meeting of the shareholders of D. J. Airways. Tbe resolu- 
tion (Ex. 11) said that : , . 

"fl/Z the flwew of D. J. Airways.' .... .shall be transferred.” 

The court ordered three meetings to be held. They were aU held on the 
same day, one at 10 mnl., one at 3 p.m. arid the third at 4 p;m. (Ex. 11). 

In addition to approving the scheme the .following resolution was also 
passed, 

“It would be unfortunate and regrettable if there is any interference 
with the past . affairs of the company, from any quarter and 

. ■ that such interference will be detrimental to the best interests of 

. - . the general body of shareholders.” 

. . The liquidator C. P. Lai arid R. Dalmia' were both present at these 
meetings and both made speeches. It is obvious that that , resolution was 
yet another attempt to shut out any probing into the affairs of the company. 

On 10-2-1953, the court made an order (Ex. 12) sanctioning the 
scheme of airialgamation set out in Ex. 10 but it omitted to make an order 
yestirig the property, in D. J. Aviation. G. • Ramachandran (W. .8) told us 
that preparations for handing over the property and assets to D.- J. Aviation 
started frorii this day. Ramachandran was a stenographer in the pay of 
D.C.P.M. and was also a director of D. J. Aviation arid was also in the 
service of R. Dalmia. He was authorised to take over charge on behalf of 
D. J. Aviation. ■ ' i 

In view of the lacuna in the court’s order the liquidator made an 
application to the court- asking it to direct a transfer of ■ 

“the Whole of the property of D. J. Airways to D. J.' Aviation” 

(Ex. 13). 
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The court made the amendment on 13-2-1953. The day before this the 
liquidator wrote to D. J. Aviation asking it to take over all the assets “and 
the records (Ex. 11 and 19). 

Now there is a dispute whether this letter was written on the 12th or 
the 13th, The date on Ex. 19 is the 12th while the copy retained by the 
liquidator (not a carbon copy) bears date the 13th though it was originally 
dated the 12th. The figures “12th” have been overwritten and changed to 
“13th”. 

The point of this criticism is that if it was written on the 12th then 
it was written before the court made the necessary orders. C. P. Lai admitted 
that he might have written the letter on the 12th in anticipation of the court’s 
order. 

This is not of much importance because there was nothing inherently 
wrong in acting with despatch and keeping things ready, but it docs serve 
to show the sense of urgency under which they were all labouring and con- 
trasts unfavourably with C. P. Lai’s attempts to stave off inspection : there 
was nothing prompt about that. The reason here of course was that they 
wanted to put the books beyond the reach of further scrutiny as a result of 
the Inspectors report. 

It is, however, significant that not only has the date in Ex. 15 been 
overwritten and changed but that neither Ex. 15 the copy, nor Ex. 19 the 
ori^nal, has been numbered. C. P. Lai admitted that it was his practice 
to number all his letters, so this was a departure from the normal practice. 
It will be remembered that contrary to the usual practice the sale bill 
(Ex. 130) relating to the 2323 vehicles also happened not to bear a serial 
number, and that the journal vouchers (Ex, 297 and 296) had to be num- 
bered 96 and 96A because two vouchers Could not be inserted between 
Nos. 95 and 97 if the correct sequence of dates was to be followed. 

Another matter that bears out the sense of urgency that impelled them 
is the letter (Ex. 20) that C. P. Lai wrote on 13-2-1953, 

“Please therefore make immediate arrangements to send someone to 
take over charge from Shri Gursaran Lai who is being directed 
to hand over as soon as a person deputed by you reaches 
Dum Dim.’’ 

Anyway, whether Exs. 15 and 19 were written on the I2lh or the I3lh, 
there is no dispute about the fact that the courts order was passed on the 
1 3th (13-2-1953). 

C P. Lai says that he was informed over the telephone about 11-30 that 
the order had been passed and that he received a copy of the order “some 
time before lunch.” 

After that things moved swiftly. First a meeting of the Board of Directors 
of D. J. Aviation was held at 4-30 p.m. to authorise G. Ramachandran (one 
of the directors) to take over the assets. 

The meeting was obviously convened at short notice — a couple of hours 
at the outside, because nobody could have anticipated between the 11th, 
when the application (Ex. 11) for amendment was made and the 13th, 
when the order (Ex. 19) was passed, that the court would make an order 
on the 13th morning. So it is clear that all was kept in readiness even to 
the holding of the meeting. 
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The liquidators office was in the same room as that of the office of D. J. 
Aviation where the Board meeting was held, but C. P. Lai was present in 
the p. J. Aviation office room while the meeting was held and stayed on 
till it finished and he was there ready to hand over to Ramachandran as 
soon as the meeting was over. According to Ramachandran the meeting 
lasted about an hour; and'it must have been so because the minutes of the 
meeting run into six typed sheets of foolscap.. 

Shortly, after its termination G. Ramachandran says that S. N. Dudani 
and he contacted the liquidator, who was still in the room, and handed over 
a letter of authority (Ex. 16) authorising the liquidator to hand over charge 
to G. Ramachandran. The letter is signed by S. N. Dudani who was the 
secretary of D. J. Aviation. 

Now this letter (Ex. 16) purports to be a reply to C. P. Lai’s letter of 
the 12th (Ex. 19). It says ' 

“With reference to your letter dated the 12th instant we are deputing 
Shri G. Ramachandran of director on beTialf of the Board of 
Directors to take charge of the assets and records of Dalmia 
Jain Airways. 

We hope you will please give charge today.” 

If C. P. Lai wrote his letter on the 13 th after receiving the court’s order 
then he received an exceedingly prompt reply. Anyway, it is obvious that 
everything had been kept ready and all that was necessary to see the machi- 
nery in motion was for the court to press the button. G. Ramachandran 
admitted that 

“We knew at the Board Meeting that the preparations for handing 
over were almost complete.” 

Another point to notice is the stress on the word “records”. We do not 
dispute that the word “assets” in the court’s order includes , the records of 
the company and that the addition of the words “and records” was unneces- 
sary; but the fact that it was added imderlines their anxiety about them. 

As soon as C. P. Lai received this letter he began the process of handing 
over. The evidence of Lai and G. Ramachandran, who took over charge 
from Lai, do not agree about the time; but whichever version is accepted 
there can be no doubt that it was done in a hurry. 

According to C. P. Lai, S. N. Dudani telephoned him and said that 
G. Ramachandran had authority to take over charge and he says that Rama- 
chandran delivered the authority (Ex. 16) in person at about 2 p.m. Then 
about 4 or 5 in the evening Ramachandran gave him the receipt Ex. 17 
stating that he had received complete charge of the assets and records. The 
receipt also says, 

“We have also satisfied ourselves that all the assets of Dalmia Jain 

that came into your hands as voluntary liquidator have 

either been transferred to us or properly accounted for in the 
books of accounts given to us.” 

G. Ramachandran said that he did not agree with C. P. Lai about the 
time. He said that he knew nothing about the telephone message and that 
he came late in the evening to take over charge and that he handed over the 
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receipt Ex. 17 between 7 and 8 O’clock and not between 4 and 5 as 
C. P. Lai had said. But he ended up by saying : 

“I made my earlier statement about the time etc. according to my 
, memory. If my memory has failed then Mr. Lai’s 

evidence regarding the time of taking over as stated by him 

would be correct.” 

We think Ramachandran’s evidence is more likely to be right because 
he gives details that we do not think could have been invented on the spot 
and because he is corroborated by the minutes of the Board meeting 
(Ex. 56/28) held on that day. Ramachandran said that the taking over 
charge was after office hours and said, 

“There was no difficulty about that because for some special purpose 
the office can be kept open till later.” 

The Minutes of the Board meeting (Ex. 56/28) show that the meeting 
was held at 4-30 p.m. Both Lai and Ramachandran are agreed about the 
sequence of events so Lai cannot be right when he says that he received 
Ex. 16 at 2 O’clock and Ex. 17 between 4 and 5 p.m. 

Ramachandran said that Lai gave him a list of the contents with tlie 
keys of the safe. He checked up the contents with the list and satisfied 
himself that everything mentioned in the list was there. That took about 15 
minutes. 

“Then I put the records back in the safe and locked up”. 

After that he asked the Secretary (Dudani) to satisfy himself and check 
the other records. 

“Dudani went to the staff who were already there and in possession 
of the records and said that they were all ri^t. Tliis process 
took between 15 to 20 minutes but not exceeding half an hour.” 

Then the receipt Ex. 17 was typed. Ramachandran signed it and gave it to 
the liquidator and “left in the evening between 7 and 8 O’clock”. 

Then we come to this passage in Ramachandran’s evidence. 

“Mr. Petigara states, I put it to you that all these letters and papers, 
namely Exs. 15, 16 and 17 and the signature of 18 were signed 
at the same time by S. N. Dudani, C. P. Lai and you. After 
considerable hesitation the witness replies. I say again that if 
my memory failed me this would be the fact. Tire witness is 
again asked, is it a fact that you all signed at the same time. 
He again hesitates and says this must be the fact. As far as I 
remember I am making these statements in accordance with 
truth.” 

Now we get an idea of what the task of handing and taking over charge 
entailed from various sources. 

1. When the Inspector asked C. P. Lai on 29-8-1952 (Ex. 157) to be 
shown a very limited set of books to start witli, namely, 

(a) the cash book, 

(b) ledgers, and 

(c) vouchers; 
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for the &st financial -year alone, that is for the year ending 30-6-1947, Lai 
replied that they could not take inspection before the 2nd of September, 
because he proposed to sign them at various places for purposes' of identifi- 
cation and “this will take time”. The time that he required for this was the 
whole of the 30th and up till 2.30 p.m. on the 2nd. (The 31st and 1st 
were holidays). So even such a simple routine matter. as signing “at various 
places” for purposes of identification was a time consuming process that 
had to be carefully and minutely attended to. 

2. When the inspectors asked on 15-11-52 for the information that they 
had asked for on 11-11-52 regarding the air section C. P. Lai’s reply 
(Ex. 179) was that 

“the records of the air section partly lay dumped in a mass and partly 
were to be collected from Calcutta.” 

and that therefore preparation of the information that the inspectors wanted 
“would naturally take , time.” 

This letter was dated 17/18 November, 1952 and a week had already 
elapsed, so the books were evidently so numerous that even a weeks’ time 
was not enough to gather any of the information that had been asked for on 
the 11th for it will be realised that unless that was the case the information 
could have been supplied in instalments. 

3. When C. P. Lai took over the “assets and records” of the company 
he said that it took him “several months” though he said that “I did not 
make an inventory myself because the list had been suggested to me and I 
had got checked.” So even checking an existing list required months of 
work. 

4. C. P. Lai also tells us that 

“There was a huge office containing a large number of documents, 
registers, etc. They ran into thousands and thousands and 
some 50 persons were working in the office.” 

5. In view of that Lai was asked how Ramachandran could have satisfied 
himself about the books and assets in such a short time and he replied. 

“I am not able to say how it was possible for Ramachandran to 
satisfy himself about the thousands of thousands of papers that 
were handed over to him.” 

That gives an idea of the voluminous nature of the task. It will also be 
remembered that in the receipt Ex. 17 given by Ramachandran he said that 
he was satisfied that all the assets that came into the hands of the liquidators 
were either transferred to him or were ‘’properly accounted for in the books 
of accounts given to us.” 

G. Ramachandran also told us that 

“the assets were, some stocks in Calcutta, some cash balances in 
the bank and some moneys owing from D.C.P.M. It was about 
Rs. 343 lacs or so.” 

The way that he satisfied himself about this Rs. 343 lacs was as 
follows, 

“The liquidator had made a trial balance as on the date of taking 
over” (ffiat is on the very date of the courts’ order, the Board 
meeting and of the handing over charge) “and this sum was 
entered there.” 
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There was no attempt to check whether the trial balances were correct even 
though as much Rs. 343 lacs was involved. 

We need not pursue this further. ITiere can be no doubt about the 
haste and no doubt that the handing over was a farce. 'Fhe only object 
was to spirit away the books as fast as that could be done. All we need 
say is that we agree with G, Ramachandran when he said, 

“we knew at the Board meeting, that the preparations for handing 
over were almost completed.” 

And again when he said in answer to a question that asked him why 
there was so much haste, 

"As preparations were already almost complete I presumed it was 
considered expedient to take over charge that day itself even 
after office hours.” 

It is clear that everything bad been well thought out. All that remained 
was to sign a few papers like Exs. 15, 16, 17 and 18 on the dotted line all 
at one sitting. There was no real check and there was no proper taking 
over charge. 

We now pass on to the destruction of the records. The handing over 
charge took place on 13-2-53. On 25-3-53 the Board of Directors of 
D, J. Aviation passed the following resolution authorising the destruction 
of the books (Ex. 56/34). 

“The Secretary is hereby directed to see that such of the aforesaid 
records as may be needed for settling the claims of (he share- 
holders of the transferor company 'in terras of the order of the 
court should be preserved as long as may be considered neces- 
sary by him and unnecessary records may be disposed of by him 
as he may think proper.” 

G, Ramachandran said that some records were kept, but we find tBat 
everything of any value was destroyed. 

Now one thing is clear, namely, that R. Dalmia was the moving force 
behind these destructions. P. S. Patke, who was R. Dalmia’s secretary and 
also a director of D. I. Aviation at those dates was present at a talk 
between S. N. Dudani and R. Dalmia and remember.s that Dndani told 
Dalmia that “some records were not required.” He does not remember 
Dalmia’s answer but he says that “some records were later burnt and des- 
troyed,” He ako admitted that there was a talk betwene S. N. Dudani, 
R. P. Gurha and himself "as a representative of R. Dalmia” about what 
records should be destroyed. Then he said, 

‘T would not have done anything without consulting R. Dalmia. I 
simply conveyed the messages from R, Dalmia. It was decided 
by us that lists should be kepi of books that were to bc_ destroy- 
ed and of those that were not to be destroyed. R, Dalmia direct- 
ed this and J conveyed that to the others." 

Patke also said, 

“No important papers could have been destroyed without the express 
sanction of the D. J. Group.” 
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One of the more glaring instance of documents that weie destroyed and 
which should not have been destroyed is as imder : 

At the date of the amalgamation D.C.P.M. owed D. J. Ahw'ays 
Rs. 3, 44-,19, 281-9-6 under the agreement. Ex. 5, that is supposed to have 
been executed on 5-8-61. Even if that is the correct date, and even if 
limitation is taken to be 3- years from 1951, the three years had not 
expired in 1953 when the documents j^ere destroyed; so even a layman 
would have known that the claim was within the limitation. As a matter of 
fact, limitation would have continued for at least another 19 years (from 
1951) because of the instalments. But all papers relating to tliis agreement 
were destroyed including the original of the agreement Ex. 5. 

Now there would have been a large number of documents to substantiate 
this claim; bank books, cheques, pass books, slip books, ledgers, jour- 
nals, cost books and vouchers. But they were aU destroyed. How can 
that be justified? 

It is not necessary to go further and look into smaller items. This in 
itself is enough to show want of good faith. No honest business company 
making a bona fide amalgamation would, have acted in this way. 

Registrar of Companies. 

We said earlier that there were many disquieting features about this 
liquidation and indicated that one of them touched on the conduct of the 
Registrar of Companies. We will deal with that. 

The scheme of arrangement was passed by the court on 10-2-53. As 
we have seen, most of the material facts were not discussed, so the Regis- 
trar of Cquapanies put in an application to the court asking to be joined 
as a party to enable him to oppose the scheme. The matter was considered 
to be so important that the Solicitor .General was engaged to appear and 
press the application. Hie application was allpwed on 14-2-53 and the 
Registrar was joined as a party. 

. In the meanwhile' one Kamla Devi had filed an appeal to the Punjab 
High Court. Soon after, on 20-4-55, another party Sajmati, applied to 
be substituted as an^appellant in place of Kamla Devi on the ground that 
Sajmati apprehended that the original appellant (Kamla Devi) might with- 
draw and not press her appeal. The fear was that Kamla Devi had been 
“.‘bought oflT’ by R. Dalmiau 

The Punjab High Court sent notices of the appeal to the Registrar and 
enclosed Sajmati’s application for substitution which said, 

“The Registrar of Companies also applied for being impleaded in the 
appeal since he also felt opposed to the scheme of arrangement 
in question and he has been joined as a party.” 

“The Registrar of Companies has entered as guardian of the commer- 
■ - cial mor^ity and in the interests of the shareholders. Under 
the above circumstances Dalmia and his people have tried to 
win over all the appellants by paying them off so that their illegal 
and dishonest activities by which crores of rupees of the public 
have been misappropriated and misapplied by them might not 
come to light and the scheme of arrangement get through.” 
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But after this the Registrar failed to appear despite the notices sent to 
him. Karnia Devi was examined fay the High Court on 5-3-56 and the appeal 
was heard on 13-3-56. As no one appeared to press the appeal it was dis- 
missed. 

Now it is not necessary to determine whether the Registrar was incompe- 
tent, negiigent or dishonest; but it is our duty to find out how shareholders 
can fae defrauded despite a number of seemingly adequate safeguards and 
to see v/hether the safeguards really are as effective as they appear to be on 
paper; and, if possible, to suggest remedies. What is clear is that the 
then Registrar of Companies was no better as a watchdog than the Liquida- 
tor. Knowing all the facts and having made a great effort in the teeth of 
strong opposition to be added as a party, and knowing that the allegation 
was dial R. Dalmia was “buying off” the opposition, he did not turn up when 
the case was called. If that is all the trouble that Liquidators and Registrars 
of Companies take when such heavy interests arc at stake there would seem 
to be no point in having them. 

There is no doubt that C. P. Lai played R. Dalmia’s game from start to 
finish; and there is no doubt that he was in close touch with him through- 
out. We have his -own guarded admission that he did consult R. Dalmia 
when necessary and the corroborative details that we have examined to estab- 
lish this fact. It is true that, according to him he never telephoned Dalmia 
in the first instance. The procedure was to contact Dalmia’s nominees 
R. Sharma and M. R. Jain first. Then they would speak to Dalmia and 
finally Dalmia would telephone Lai. But whether Lai spoke to Dalmia 
first or got Dalmia’s intermediaries to do that for him the practical effect 
the same. No independent liquidator properly exercising his functions 
would have acted as Lai did; and no competent liquidator would have 
parted with the books of the company without making adequate provision 
for their safety when, 

(a) inspectors wanted to see them; 

(b) as much as Rs. 343 lacs were owing to shareholders of D. J. 
Ainvays from D.C.P.M.; and 

(c) D. J. Aviation’s ability to pay the shareholders of D. J. Ainvays , 
depended on D. J. Aviation’s ability to recover its own debt from 
D.C.P.M. because D. J. Aviation’s only cash asset was Rs. 10,000 
and the rest consisted of the unsecured indebtedness of 
D.C.P.M. 

It was almost criminal negligence in the circumstances to allow all the 
evidence there was to establish D. J. Airways claim against D.C.P.M. to be 
handed over without any provision for its preservation _ and safety; or at 
any rate till the shareholders of D. J. Ainvays had been paid. 

We have little doubt that C. P. Lai and R. Dalmia acted in concert in 
this matter. We infer this from the following facts, 

( 1 ) a transferee company cannot destroy the books without the con- 
sent of the transferor company. Section 242 of the then existing 
Companies Act provided that in the case of a voluntary winding 
up the documents of the transferee company arc to be dispo.scd 
of in such a way as the transferor company by extraordinary 
resolution directs. The shareholders of D. J. Airways were not 
consulted about this matter and there is no resolution from 
their side; 
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(2) but whether section 242 applied here or not the principle 
underlying it is just ordinary business practice and caution; and 
C. P, Lai should not, in the circumstances of this case, have 
handed them over unconditionally. The circumstances referred 
to are; 

(3) that the inspectors were insisting, on the production of the joint 
venture books and that this was a. material fact that a person 
in the position of a liquidator was bound to disclose ei&er to 
the court or to the transferee company; 

(4) that the liquidator was also bound to tell both the court, and 
the transferee company as also the shareholders of D. J. Air- 
ways that the books contained the evidences of D.C.P.M.’s 
indebtedness and should therefore be preserved because the 
ability of D. J. Aviation to pay D. J. Aarways depended upon 
its ability to recover its own debt from D.C.P.M. and in the 
event of D.C.P.M. defaulting the evidence contained in these 
books would be vital. A sum of over Rs. 343 lacs was involved 
and it was criminal to treat the whole thing so casually; 

(5) the haste with which the whole thing was carried through; 

(6) C. P. Lai’s behaviour towards the Inspectors; and 

(7) C. P. Lai’s consultations with R. Dahnia from time to time and 
the identity of their behaviour at the various meetings of 

. D. J. Airways. ..v 

We have no evidence on which we can conclude that the Registrar of 
Companies was privy to this conspiracy but so jar as our inquiry is concern- 
ed, it does not matter whether he was dishonest or negligent because the 
practical effect for our purposes is the same. All we are concerned about is 
that unless steps are taken to check both negligence and dishonesty in Liqui- 
dators and Registrars of Company they might just as well not be employed. 

In bur opinion a fraud was practised on the shareholders of D. J. Air- 
ways, against government and on the court. 




CHAPTER VJII 


DEFENCE OF C. P. LAL 

We now turn to C. P. Lai’s arguments in defence of his action and in 
repudiation of our charges against him. He was represented by Mr. K. S. 
Hajela. 

The first point that Mr. Hajela took was that in considering whether 
there was a conspiracy between C. P. Lai and R. Dalmia it will be"” improper 
to take into consideration anything that happened before C. P. Lai is said 
to have joined the conspiracy; and the earliest date given for. that by us 
is C. P. Lai’s interview with R. Dalmia soon after his appointment as 
liquidator on 13-6-1952. 

We agree; and we do not intend to use evidence of prior events against 
Lai to suggest that he was associated with them or that he concurred" with 
them. But his knowledge about improper past events even though subse- 
quently acquired can be used to show that his conduct was not innocent. 

A conspiracy can seldom be established by direct evidence. It often has 
lo be proved by circumstantial evidence. The circumstances against 
C. P. Lai are, 

( 1 ) the opportunity : that is shown by his own admission that he 
went to R. Dalmia’s house soon after his Appointment and had 
a conversation with him; 

(2) that the conversation related to the liquidation and included 
the then pending investigation by Inspectors appointed by 

■ Government and the charges made against R. Dalmia about 
his mismanagement of the company by some of the .shareholders; 

<3) the fact that Lai was promised a remuneration of Rs. 52,500 
for his services as liquidator; 

(4) his conduct in, almost immediately thereafter; 

(a) thwarting an investigation by the Inspectors; 

(b) in putting forward without any material a scheme for the 
consideration of the court which was, to all intents and 
purposes a carbon copy of the scheme put forward by 
R. Dalmia before his appointment; 

(c) keeping material books and vouchers out of sight; 

(d) in deliberately refusing to look into the very serious allega- 
tions of mal-administration despite his knowledge of past 
improper events; 

(e) keeping material facts in his knowledge from the courts 
and the shareholders; and 

(f) dancing generally to R. Dalmia’s tunc; 
also. 
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(5) keeping in telephonic contact with R. Dahnia during the progress 
of the hquidation and in associating with him and supporting 
him with a scheme that he says he never looked into, at two 
shareholders meetings; 

(6) his conduct in handing over the books to D. J. Aviation without 
any reservation, about , preservation of material documents 
despite apprehensions raised to his knowledge that the books 
would be destroyed; also his application to &e court asking it 
specifically to include the records of the company among the 
assets that were to be handed over; 

(7) the very unusual manner in which this was done and the haste; 
all of which, coupled with the other circumstances to which we have referred 
adds up to an impressive array of facts against him. 

The more impressive part of Mr. Hajela’s argument was that the District 
Judge considered all these matters and so did the Solicitor General; and as 
they were satisfied that there was nothing in the allegations about mismanage- 
ment, and as they thought that the scheme was really for the benefit of the 
shareholders, how can Lai be blamed for reaching the same conclusion. 

, The difference lies in this. Lai had all the relevant information in his 
possession while the court and the Sohcitor General did not; nor did they 
know that such material existed. 

So far as the court is concerned it has to be remembered that the 
normal function of a court is to adjudicate and not to investigate. It has 
neither the machinery nor the time for the latter. The investigation into 
the facts is done by the parties or by other agencies. The Tacts disclosed 
by these investigations are then laid before the court and the court decides 
the issues that spring «out of the matter placed before.it. Therefore, unless 
either the parties or the 'agencies set up for the purpose of assisting the 
court do their duty the court is not in a position to reach a proper decision. 
We have little doubt, if we may say so with respect’ that on the material 
placed before the court the decision could hardly have been otherwise. 
In any/case, it is not for us to sit in judgment over a court of justice, 
nor do we presume to do so. But it is our duty to find out how courts 
can be misled and, if possible, to suggest remedies to prevent that from 
happening again. In our opinion the full facts were not placed before the • 
court in spite of all that Mr. Hajela said. 

Before we deal with that we will pause to observe that part of the 
machinery of the law devised to assist the court in matters of liquidation 
is the liquidator. It is his business and function to look into these matters 
and place the relevant facts before the court. But what was Lai’s attitude ? 
He told us in the witness box, 

1. “I did not bother to look into the matter of recoveries from 
D.C.P.M.”; and yet as we shall show later he did ask for per- 
mission to pursue litigations against others; 

2. “I read the documents but did not take any action on them”; 

3. “I made no enquiries whether D.C.P.M. was capable of carrying 
out the agreement Ex. 5”; 

4. “I thought it proper to wait for the Report” {i.e. the audit 
report of Sodhbans) before I took any action; but he did not 
think it necessary to ask the court to wait for the report before 
sanctioning the scheme; 
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5. And when he did receive the report he said, 

“I did not make any attempt to consider the report because the 
court sent me the scheme within 10 or 15 days of the 
receipt of the report and there v?as no time.” But what 
was the hurry? What difference would a few days have 
made ? 

6. “I did not consider it my duty to make enquiries about the 
reasonableness of the agreement.” 

He refused to look into anything suspicious or which might tell against 
R. Dalmia or the management of D. J. Airways and when others tried lb 
do that he stopped them as much as he could and thwarted them. 

In the course of his arguments Mr. Hajela said, 

•‘If any one was responsible for hiding the facts from the court it 
was the Registrar and Mr. Chopra”. 

There is justification for this criticism except that Mr. Chopra had 
nothing to do with it. Government was asked to produce Chopra’s report 
and it refused to do so under a plea of privilege that is hard to understand. 
But that is no excuse for Lai’s conduct. He admitted in the witness bo.x 
that beyond the application that he made to the court, 

“I discovered nothing further to the court.” 

Just what was be expected to do for his remuneration of Rs. 52,500 ? 
Sit back and expect others to do his work for him. Or just to put forward 
■a carbon copy of a scheme that R. Dalmia had prepared, get the court to 
accept it and then get rid of the books as fast as he could ? His bearing 
and conduct leave little room for any other conclusion. 

One could have understood and sympathised with a bona fide error of 
judgment made after an honest study of the facts. But to accept a job 
for Rs. 52,500 and then say that it was no business of his to look into 
anything that was material, and to go out of his way to thwart an investiga- 
tion and to do only the things that Dalmia wanted, dispel any inference 
of good faith. 

It was then urged that in point of fact tlic District Court had all the 
material that was required before it and so tliere was no need for Lai to 
duplicate the process. Reliance was placed on the order'd the learned 
District Judge. 

What happened before the learned judge was this. Everybody who 
appeared before him agreed that the company was not in a position to 
•carry on a profitable business. But a careful examination of the accounts 
would have revealed that the joint venture business was profitable and Ui.at 
the agreement to terminate it was fraudulent. But how can a court know 
that if everybody who appears before it, including (he liquidator, assures 
the judge that the company is not in a position to carry on its business 
profitably. 

An allegation to the contrary was made by two shareholders. But they 
held a very minute fraction of the total shareholding, and in the absence 
of access to the records they were not in a position to establish these facts. 
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And what did the liquidator do? Having been promised Rs. 52,500 
for his labours he told the court — ^we quote from his wTitten statement — 
that he gave an assurance to the court, 

“that he did not propose to do anything for tlie present except take 
charge of the company’s assets.” 

He took shelter behind this to say that after that undertaking it would 
have been improper for him to do anything. 

But we find from the order of the court dated 4-8-52 that the under- 
taking was not to do anything “towards the winding up of the company.” 
That would not have prevented him from looking into the affairs of the 
company. But that apart, we find that he asked for permission to do a 
number of things, among them, to pursue certain litigations and to transfer 
certain shares. He could as easily have asked for permission to look into 
the allegations made by the shareholders and could and should have asked 
the court to stay the hearing of the application for compulsory winding up 
until he had had a chance to look into the matter, especially in view of the 
fact that government had directed an investigation. If the court had been 
told that, of course it would have passed appropriate orders. 

Then what did he do in respect of the proceedings then pending for 
the compulsory winding up of the company? Instead of either appearing 
himself or appointing some disinterested counsel to appear he told us that 
he gave his vakalatnama to the counsel appearing for the company \ — that 
is, to the very man whose business it was to defend and shield the 
company from the allegations made against it; and the “company”, of course, 
means R. Dalmia. 

Lai justifies himself by saying, 

“Even in the liquidation case before the District Judge the respon- 
dent refused to defend the various allegations of fraud against 
the ex-directors of the company but left that to be dealt with 
by its Secretary. 

His duty under section 235 of the then Indian Companies Act was 
neither to defend the ex-directors -nor to refrain from defending them. His 
duty was to see whether there was any truth in the allegations made against 
them and to “examine into their conduct.” 

We have seen that the shareholders of the company made allegations, 
of mismanagement against the company and asked for a compulsory winding 
up. And how were these allegations sought to be proved ? — ^by calling 
R. Dalmia and J. Dalmia into the witness box and expecting them to depose 
against their own mismanagement ? Very naturally, in those circumstances 
the learned District Judge said, 

“No fraud is brought to light nor improper conduct amounting tO’ 
fraud.” 

What else could he say ? 

Reliance was also placed, on the fact that the Solicitor General appeared 
on behalf of one of the shareholders and, except for the one modification to 
which the court agreed, accepted the scheme on behalf of his client. But 
the Solicitor General was appearing for a particular party and not for the 
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general body of shareholders. His duty was to bis cb'ent, and in that he 
was in the. same position as any other counsel appearing for a private party. 
We do not know what instructions he receiv^ from his client but it is 
understandable that a given person might, for purely personal reasons, c.g., 
being pressed'for money, prefer an immediate bird in the hand to a problema- 
tical two in the bush. It is conceivable that his client was in no position 
to fight the matter or conduct an investigation into the affairs of the 
company. In that event the Solicitor General, would have been bound to adopt 
the attitude that he did. Unless we know all the circumstances it is impossi- 
ble to draw any inference one way or the other from the fact that the 
Solicior General, acting on behalf of a particular client, -accepted the scheme 
subject to the modification that he proposed. The position of C. P. Lai 
was very different. 

Reliance was also placed on the fact that four appeals were filed against 
the orders of the District Judge and that the High Court dismissed them 
all. C. P. Lai said that, 

“under the circumstances the orders of the court. ,. .were 

ultimately held to be correct by the High Court.” 

This is only a half truth because the High Court did not inquire into 
the facts or form a decision on the merits. 
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CHAPTER I 
INTRODUCTORY 


The Dalmia Cement and Paper Marketing Co. Ltd. (D.C.P.M.) for 
short) was originally incorporated under the name of “The Indian Cement 
and Paper Marketing Co. Ltd,” in the then Province of Bihar in October 
1937, with an authorised capital of Rs. 1 crore made up of 50,000 Cumu- 
lative Preference Shares of Rs. 100 each, 400,000 Ordinary Shares of Rs. 10 
each and 10,00,000 Deferred Shares of Re. 1 each (Ex. 537). The paid 
up capital was Rs. 50 lakhs made up of 25,000 Cumulative Preference 
Shares of Rs. 100 each, 2,00,000 Ordinary Shares of Rs. 10 each and 
5,00,000 Deferred Shares of Re. 1 each (Ex. 537). 

On 27th May 1938, the name of the company was changed to D.C.P.M. 
The Signatories to the Memorandum of Association were Shanti Prasad 
Jain, Smt. Rama Jain (wife of Shanti Prasad Jain), V. D. Agar\val, J. M. 
Gupta, H. D. Bishnoi, J. K. Saraf and Mahabit Prasad Jain. 

Tlie first directors were Shanti Prasad Jain, and V. D. Agarwal. 

The main objects, amongst others, for which the company was floated 
were as under : — 

1. To lend money and negotiate loans to form, promote, subsidise 
and assist companies, syndicates and firms of all kinds. 

2. To carry on and undertake any business undertaking, transac- 
tion or operation commonly carried on or undertaken by bankers, 
capitalists, promoters, financiers, contractors, merchants and any 
other business. 

'3. To acquire and undertake the whole or any part of flic banking 
and discount business of any person or company carrying on 
any business. 

• 

4. To act as trustees, executors, administrators, attorneys, nominees 
and agents and to undertake and to execute trusts of al! kinds 
and to exercise all the powers of custodians, trustees and trust 
corporations. 

5. To promote, effect and undertake any issue of shares of any 
company or loans. 

6. To establish and maintain any agencies in any part of flic world 
for the purchase, sale and acquirement of any materials or things. 

7. To promote or finance or to assist in promoting or financing any 
business undertakings and industries of any description cither 
existing or new and to develop and form the same citlicr through 
the instrumentality of syndicates or othcnvisc. 

This company played a very important and donunant role amonpl flic 
companies under the control of flic D. J. Group and R. Dalmia especially 
in regard to the companies whose affairs have been invesfleated into by the 
Ckraunission. There were transactions between D.C.P.M. and each one of 
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the companies under investigation and it served as a very important link 
between the other companies of the group. 

By reason of the inter-locking of funds and common control, the D. J. 
Group, and later R. Dalmia, used the company as a ‘Financial Agency’ for 
the purpose of (a) borrowing large sums of money from Bank's and 
Insurance Companies and other public companies, with or without security; 
(b) diverting such borrowed funds to one or more of the several companies 
in the Group, or R. Dalmia companies, or to one or more members of the 
Group; (c) for investing in shares of sister companies; arid/or (d) acquir- 
ing or retaining the control of the Group 'and later R. Dalmia over such 
companies. 

D.C.P.M. frequently acted as a ‘Broker’ or ‘Agent’ for buying and 
selling shares and/or securities for and on behalf of the companies under 
the control of the Group and later of R. Dalmia. Also by its appointment 
as ‘underwriters’ D.C.P.M. received Rs. 7,86,955 as underwriting commis- 
sion, from D. J. Airways Ltd., in which the investing public were mostly 
interested. 

D.C.P.M. also acted as selling agents for S.S.B. Mills Ltd., and M.D.M. 
Co. Ltd, two of the scheduled companies under investigation, and also of 
Rohtas Industries Ltd, S.K.G. Sugar Ltd., and Dalmia Cement etc. 

So far as the two mill companies are concerned, by a purported breach 
■of the selling agency agreements, D.C.P.M. later drew out Rs. 46,90,000 
as compensation. 

Inter-locking of control and funds also enabled the D.J, Group, and 
later R. Dalmia, suitably to control and manipulate its profits from the 
•different companies of the Group or R. Dalmia and thereby reduce the 
overall tax liability. For instance,. large profits were diverted from the Joint 
Venture and other business of Allenberry & Co Ltd., to D.C.P.M. to be 
■•set off against its losses; which losses had been created by artificial transac- 
tions of purchases and sales of shares. In other words, fictitious losses 
were created in D.C.P.M. to be set off against the taxable profits diverted 
from the other companies. ^ 

Though D.Q.P.M. carried out its function ivitliin the ambit of its Memo- 
Tandum of Association, it is significant that all its activities, so far at least as 
the material before the Commission shows, centred round the various 
'Companies in which either the D. J. Group or R. Dalmia were interested. 

After using the Corporate existence of D.C.P.M.. for achieving the pur- 
poses briefly indicated above, R. Dalmia, who was then in full control of 
D.C.P.M. and also its sole beneficiary, decided to put an end to its existence. 
Following the usual pattern, D.C.P.M. was converted from a public limited 
company to a private limited company on 10-4-1952; and on 
18-2-1953 it was taken into voluntary liquidation; its assets were trans- 
ferred to another sister company, Delhi Glass Works Ltd., by having 
recourse to section 153 and 153-A of the Indian Companies Act, 1913; 
and thereafter its books and records were destroyed. This was done with 
a view to avoid and obviate possible proceedings, ci'vil and/or criminal, 

•as a result of the investigation into its affairs under section 138 of the Indian 
-Companies Act, 1913. 



CHAPTER II 
CONTROL 


Control over D.C.P.M. was exercised by the D. J. Group, and later by 
R. Dalmia by appointing their own relations and/or employees, as directors 
of the company. These directors were subservient to them and 
they were not in a position to exercise independent control. This was 
admitted by a number of them (P. S. Patke, S. R. Srivastava, Jagmohanlat 
Raizada, H. D. Bishnoi and others) and also proved by the evidence. None 
of these directors had any personal stake in the company. 

The overall policy of D.C.P.M. including the matters relating to invest- 
ments, borrowings, loans etc., was controlled and directed by R. Dalmia 
(W. 7/p. 14, 15 43, 47) even though he was never a director or ollicc- 
bearer of D.C.P.M. 

Directors 


The following were the directors of D.C.P.M. from time to time ; — 
(Ex. 537). 


1. V. D. Agarwal . . 

2. Shanti Prasad Jain 

3. Smt. Rama Jain 

4. J. Dalmia 

5. V. H. Dalmia . . 

6. M. K. Roy 

7. H. D. Bishnoi . . 

8. Shyamlal Agar^val 

9. M, P. Modi 

10. S. R. Srivastava 

11. Raizada Jagmohanlal . 

12. P.S. Patke 

13. P. K. Roy 

14. M. P. Sharma . . 


19- 10-40 to 7-7-52 

20- 12-41 to 1-11-47 
20-12-41 to 10-7-47 
26-8-44 to 3-11-47 
15-5-43 to 21-10-47 
15-543 to 12-2-53 
17-9-44 to 12-1249 
2-248 to 2-548 
2-548 to 11-848 
15-149 to 15-3-52 
15-149 to 24-5-50 
20-5-50 onwards 
19-2-52 to 12-2-53 
13-12-52 onwards 


That the directors appointed were mostly relations or employees of the 
D. J. Group will be seen from the following : — 

1. V. D. Agarwal Close relation of R. Dalmia. . 

2. H. D. Bishnoi Employee of Rohtas Industries Ltd.. 

a DJ. Group concern. 

3. S. L. Agarwal Employee of Alicnberry & Co. Ltd. 

4. M. P. Modi Empl oyee as well as a close rcl.ili« of 

R. Dalmia. 

5. S. R. Srivastava Household Secretary of R. Dalmi.i. 

6. Jagmohanlal Raizada Relation of R. Dalmia. 

7. P.S. Patke Secretary of R. Dalmia. 

8. M. P. Sharma Employee of the D. J. Group, 


R. Dalmia was not a director or office-bearer of D.C.P.M. but he was 
in effective control of the company. He also had control over the shares of 
D.C.P.M. whether they were registered in his name or not (Ex. 592 and 
the evidence of P. S. Patke ; W. 7). 
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Shanti Prasad Jain and J. Dalmia were also directors. The former was 
Mana^g Director from ‘ 20-12-41 to 1-11-47 and the later. Deputy 
Managing Director from 26-8-44 to 3-11-47. They thus shared the control 
with R. Dalmia during those periods. 

.Shareholdings 

Control was also exercised through tlie shareholdings. In 1937 the 
rshares of D.C.P.M. were allotted to 29 individuals and 2 companies. The 
29 individuals were either members of the D. J. Group or their relatives 
.and/or employees (Ex. 537). The two companies to whom the shares 
■were allotted, namely, Dalmia Cement and Dalmia Investment Co. Ltd., 
•were under the control of the D. J. Group. 

In 1940 the shareholders were 31 persons as stated above plus one 
R. Sharma who held 100 deferred Shares. R. Sharma was an employee 
■of the D. J. Group. 


Between 1943 and 1950, the shares of D.C.P.M. were registered in the 
names of a large number of persons, varying from 428 to 728. But later in 
November 1951, the shares of D.C.P.M. were found to bf registered in 
the names of only 23 persons including R. Dalmia in whose name 5,500 
■out of 25,000 Preference Shares, 74,300 out of 2,00,000 Ordinary and 
3,59,000 out of 5,00,000 Deferred Shares were held. (Ex. 494/2). 
-Govan Bros. Ltd. held 5,282 Preference Shares of D.C.P.M. (Ex. 339/133) 
-and R. Dalmia at that time (November 1951) was the sole beneficiary of 
-the shares of Govan Bros Ltd. (Ex. 494). 


In February 1952, the shares of D.C.P.M. were held by only 20 persons 
(Ex. 200/2). At that time R. Dalmia held 5,500 Preference Shares, 
1,70,300 Ordinary and 359,000 Deferred Shares of D.C.P.M. Govan Bros. 
Ltd., held 5,000 Preference Shares and Dalmia Jain (Jind State) Ltd. held 
830 Preference Shares. 


On 10th April 1952, D.C.P.M. was converted into a private limited 
-company. (Ex. 220/1 & w/7/p. 26). And on 14th April 1953, all the 
-shares of D.C.P.M. were held by only 6 persons (Ex. 201) among whom 


were : — 

R. Dalmia . . 

Govan Bros. Ltd. . . 


(19,082 Pref. Shares 
. ■{ 1,97,200 Ordy. Shares 

(359,000 Defd. Shares 
. 5,000 Pref. Shares 


R. Dalmia was the sole beneficiary of Govan Bros. Ltd., and was also 
the beneficiary of the following shares of D.C.P.M. recorded in the follow- 
ing names on 14th April 1953 (Ex. 201/1 & Ex. 592). 


830 Pref. Shares 

1,100 Ordy. Shares 
140,000 Defd. Shares 

88 Pref. Shares 
300. Ordy. Shares 

1,100 Ordy. Shares 

1,100 Defd. Shares 
300 Ordy. Shares 


I 

} 


1 

/ 


R, P. Gurha 
P. S. Patke 

S. N. Dudani 
Ragunath Rai 
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S. N. Dudani, Secretary of D.C.P.M., sjdd in his afBdavit dated 30th 
September, 1952 filed in the Punjab Hi^ Court, that all the shares of 
D.C.P.M. were owned by R, DaMa and that none of them were owned 
by outsiders (Ex. 199/3). Also in his statement dated 10th October, 1952 
before the District Judge, Delhi R. Dalmia declared on oath that D.C.P.M. 
nearly all belonged to him (Ex. 845). 

To sum up, R. Dalmia held the following shares registered in his name 
during the years 1951-53. 



Pref. 

Ordy. 

Dcfcd. 


20-11-1951 

5,500 

74,300 

3,59,000 

(Ex. 494/2) 

28-2-1952 

5,500 

1,70,300 

3,59,000 

(Ex. 200/2) 

14-4-1953 

19,082 

1,97,200 

3,59,000 

(Ex. 201) 

Total number of 
shares 

25,000 

2,00,000 

5,00,000 



It will be seen from the- above that R. Dalmia was in effective control 
of D.C.P.M. from the beginning till it wenrinto liquidation in 1953 even 
though he was not a director (Ex. 225/1 and 537/26). 




CHAPTER in 


BORROWINGS, LOANS AND ADVANCES 


Introductory 

As we have seen, D.C.P.M. acted as a 'Financial Agency’ for the 
D. J. Group and later for R.-Dalmia. It borrowed large sums of money, 
mostly from the companies in which the investing public were interested 
and from Banks and Insurance Companies under the control of the D. J. 
Group and R. Dalmia, and thereafter the funds so borrowed were diverted 
for the use of sister companies and for the acquisition of new companies 
with sound financial position; also for retaining control over concerns under 
the control of the D. J. Group and of R. Dalmia, 

Borrowings 

The total of such borrowings as at the balance sheet dates of D.C.P.M. 
were ; — 


Rs. 


28-2-] 947 

3-58,92,289 

(Ex. 460) 

28-2-1948 

5,09,05,289 

(Ex. 461) 

28-2-1949 

6,75,57,073 

(Ex. 497) 

28-2-1950 

6,67,96,357 

(Ex. 237) 

28-2-1951 

7,53,25,790 

(Ex. 238) 


These borrowings were mostly from Bharat Bank Ltd., Punjab National 
Bank Ltd., LESCO, D. J. Airways Ltd., S.S.B. Mills Ltd., M.D.M. Co. Ltd., 
and Bharat Insurance Co. Ltd. Wc have set out the details in Annexure 1. 
The manner in which the above loans were eventually shown ns repaid was 
fraudulent in that the amounts were either not repaid fully or they were 
shosvn as repaid (a) by transferring assets of sister companies of doubtful 
value or (b) by making adjustments towards selling and managing agency 
■compensation received either by D.C.P.M. itself or for and on behalf of 
sister companies. 

This is another instance of the practice of tltc D. J. Group and later 
R. Dalmia to use the funds of companies under their control in which the 
investing public were interested for their own benefit and for the benefit of 
concerns in which they were mainly interested. Tltis was possible because 
of the inter-locking of control or common control over the companies 
concerned. 

Loans and Advances , 

During the years 1947 to 1951 D.C.P.M. granted loans to R. D.almi.i. 
J. Dalmia, Rashtriya Financial Oarporation Ltd., Bennett Coleman k Co.. 
Ltd., Ashoka Marketing Co. Ltd., Ashoka .Agencies Ltd., Vyapari I4d., 
Dalmia Investment Co. Ltd., Allcnberrv' and Co. Ltd., and Rashtriy.a 
Investors Ltd. for details see Annexure 11). Tlic total of the book debts, 
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loans and advances as shown in the balance sheet of D.C.P.M. were as 
under : • 

Rs. 

2,65,59,383 , (Ex. 461). , , 

6,34,52,603 (Ex. 497) 

4,19,52,821 (Ex. 237) 

7,35,49.077 . (Ex. 238) 

- D.C.P.M. had no surplus funds to grant the loans to the above parties 
and as such, it was made to borrow large sums of money from Banks, 
Insurance Companies and other companies in -which the investing public 
were interested. Most of the loans given by D.C.P.M. were unsecured. 

This \vas also facilitated by appointing employees of D.C.P.M: as 
directors in some of the companies from whom large amounts were borrow- 
ed by'D.C.P.M. or to whom large advances were made by D.C.P.M. To 
give a few names, the following employees of D.C.P.M. were appointed as 
directors in one or more of such companies. 

1. Shriyans Prasad Jain 

2. Shital Prasad Jain . 

3. G. L. Chokhkii 

4. P. N. Mehta 

5. S. N. Dudani 

6. R. P. Gurha 

7. M. P. Dalmia 

8. P. S. Patke 

9. G. Ramachandran. 

This is another instance of the pattern followed by R. Dalmia and the 
D. J. Group, namely, to manage the affairs of various companies by appoint- 
ing their relations and or employees of their companies as directors. All 
these persons being subservient to R. Dalmia and the D. J. Group were not 
in a position to act independently. The effective control of all such 
companies therefore remained with D. J. Group and later R. Dalmia. 

Shanti Prasad Jain and J. Dalmia in their replies in respect of Inter- 
company Transfer stated that they had no interest in or concern with 
D.C.P.M. from and after 31st May, 1948 and therefore they were not 
concerned with the said facts, statements, inferences and allegations 
mentioned in the Statement of Matters. They further stated that D.C.P.M. 
had dealings with several companies in the normal course of its business and 
there was nothing wrong, illegal or undesirable thereabout. It was further 
submitted that the overdraft account with the Bharat Bank Ltd., had nothing 
to do with the D. J. Group. Bharat Bank Ltd. was a large lender of funds 
particularly during the later years of the war period and immediately 
subsequent thereto. It was in the normal course of its business that 
D.C.P.M. had obtained cash credit accommodation with Bharat Bank Ltd. 
and the Bharat Bank Ltd. granted the same to D.C.P.M. in the normal 
course of the business in mutual interest on usual terms and securities, as 
required by the bank from time to time. D.C.P.M. made borrowings in 
the interest of its business which accordingly benefited its members includ- 
ing the D. J. Group to the extent of their holdings in the share capftal of 
D.C.P.M. 


29-2-1948 
28-2-1949 
» 28-2-1950 

28-2-1951 
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The following table will show the borrowings and lendings of D.C.P.M. 
as at the close of its financial years : 

Year ended Borrowings Lendings 


Rs. 


28-2-1947 

28-2-1948 

28-2-1949 

28-2-1950 

28-2-1951 


3.58.92.289 

5.09.05.289 
6,75,57,073 
6,67,96,357 
7,53,25,790- 


Rs. 

2,65,59,383 

6,34,52,603 

4,19,52,831 

7,35,49,077 


In many cases, it has not been possible to find out how the accounts 
were finally squared up as the books of account of D.C.P.M. were not 
available. At any rate, we do not know if and how R. Dalmia paid back 
the large amount that had been advanced to him by D.C.P.M. Summons 
were issued to R. Dalmia to furnish information as to how he repaid the 
sum of Rs. 1,52,13,695 due by him to D.C.P.M. Instead of furnishing the 
information required, he claimed protection under Article 20(3) of the 
Constitution. , 


Shanti Prasad Jain and J. Dalmia said that there was nothing wrong or 
illegal in group financing and that the initial industrial development of India 
and several other countries has been brought about by sueh perfectly 
legitimate and valid methods of inter-corporate investments and finMcing. 
All that we need say is that in the present cases we are concern^ with the 
merits of the individual transactions. As far as it has been pos'sible to find 
out, hone of the loans advanced by D.C.P.M. were utilised for the economic 
growth of the country or for the expansion of any industry. 


Besides, from the particulars indicated above, it is clear that large sums 
of money were borrowed by D.C.P.M. not for its own business but for tlic 
benefit of the members of the Group or companies rmder their control. 


As to the repayment of these loans, as already stated, in most of the 
cases, it has not been possible to arrive at a definite conclusion whether as 
a matter of fact the loans were repaid. As has been pointed out earlier, 
as on 28-2-1949, the total amount borrowed by D.C.P.M. from the. Bharat 
Bank Ltd., and Punjab National Bank Ltd. came to Rs. 
as the value of equities and stock-in-trade was only Rs. 1,23,48,297-4-11 

as set out below : 

Rs. 


Stock-in-trade 

Investments 


30,98,492 7 9 (Ex. 496/8) 
92,49,804 13 2 (Ex. 497/9) 

1,^,48,297 4 II ■ 


Also as already mentioned while discussing the borrowings froin Bharat 
Bank Ltd., in or about January 1947, it was found by the Head Oflhee 
Manager that the shares held as security were mostly unapproved and 
insufficient and that the bank had asked D.C.P.M to furnish approv^ 
shares of sufficient value. But this was overruled by the Managing 
Director presumably because dunng the P^^od IL D^mm the 

Chairman of the Bank and Shanti Prasad Jam, V. H. Dalmia and Shnyans 





Prasad Jain were directors. Further, a large value of the h>’pothccalcd 
stock included the value of the unexcavated pipes. 

All these matters are, within the special knowledge of R. Dalmia and the 
companies concerned. None of them has given any explanation, and in 
many cases the books were deliberately destroyed. Not a single director 
or employee has come forward to explain how the repayments were made. 
In view of the frauds and other irregularities wc have found to exist it is 
not possible to rely on the .books, therefore, in the absence of explanation 
and assistance it is legitimate to draw unfavourable inferences against 
R. Dalmia and the companies and persons concerned, whenever there is 
prima jade evidence coupled with substantial ground for suspicion against 
them. 

From what has been stated above, it will be seen that all this was 
possible because of the common control exercised by the Gorup and later 
by individual members themselves over the Banks, Insurance companies 
and other public companies from whom borrowings sverc obtained and the 
companies to which loans were given. 

It may also be pointed out in this connection that shortly thereafter 
D.C.P.M. was converted from a public limited company to a private limited 
company, taken into voluntary liquidation, its assets and liabilities were 
transferred to another sister company, Delhi Glass Works Ltd., and later 
its books of account and records were destroyed. And in tltc absence of 
the books of account and other papers and also the rcfusal of R. Dalmia 
to furnish any information on the plea of protection under Article 20(3) 
of the Constitution, it has not been j^ssible to find out if and how the 
several accounts were squared up. 

In view of the facts and circumstances set out in this chapter, the D. J. 
Group and later R. Dalmia must be held responsible for D.C.P.M. borrow- 
ing funds from Banks, Insurance Companies and other public limited 
companies with or without adequate security and diverting the same a.s 
loans without security, for the benefit of the members of the group and/or 
companies under their control; and later for the benefit of R. Dalmia. 
J. Dalmia and/or Shanti Prasad Jain and/or the companies under their 
individual control. 



ANNEXURE ‘I’ 

DALMIA CEMENT AND PAPER MARKETING CO. LTD. 


Details of Borrowings 


From whom 

Amount due 

Amount due 

Amount 

Amount 

Amount 

■ borrowed 

as on 

as on 

due oh 

due on 

due on 


28-2-47 

28-2-48 

28-2-49 

28-2-50 

28-2-51 

1. Bharat Bank 
Ltd. 

Not available 

1,06,73,663 

1,01,24,025 

93,67,077 

70,79,307 

2. Punjab Na- 
tional Bank 

Ltd. 

Do. 

34,39,646 

49,83,689 

48,56,820 


3. LESCO 

1,61,01,198 

1,08,78,952 

1,10,86,727 

35,64,391 

45,03,463 

4. D. J. Airways 
Ltd. 

4,471 
(On 30-6-47) 

Nil 

(Dr. Bal. on 
30-6-48) 

60,21,452 

69,56,825 

68,60,063 

5. D. J. Aviation 
Incorp. 



24,75,000* 
(* increased 
to 

99,93,364 
as on 
31-7-49) 

30,39,752 

.56,29,668 

6. S.S.B. Mills 

Ltd. , 

Not available 

91,00,869 

1,76,53,609 

1,40,81,591 

2,11,58,495 

7. M.D.M. Co. 

. Not available 

52,02,148 

74,61,053 

63,21,059 

1,13,55,937 

Ltd. 

8. Bharat Insu- 
rance Co. Ltd. 

Not available 

17,13,933 

33,33,107 

80,50,197 

1,21,969 

9. Jaipur Traders 

— 

■ 

Nil 

. 69,62,716 

86,21,674 

Ltd. - 

10. Ashoka Mar- 
keting Ltd. 

— 

— 

(Dr. Balance) 

787 

44,88,417 

li. Dadri Mar- 

keting Ltd. 

Not known 

. 

* 

6,74,937 

12,42,672 

12. Others 

Not known 

98,96,078 

44,18,411 

20,20,206 

42.64,106 

Total bor- 

3,58,92,289 

5,09,05,289 

6,75’57,073 

6,67,96,358 

7,53,25,791 


rowings as per 
balance sheets. 



ANNEXURE ‘U’ 

, DALMIA CEMENTr AND PAPER IVIARKETING CO LTD 
Details of Book-debts 


To whom advanced 

Amounts 
due on 
29-2-48 

Amounts 
due on- 
28-2-49 

Amounts 
due on 
28-2-50 

Amounts 
due on 
28-2-51 


I. 

R. K. Dalmiu 

Rs. 

17,29,681 

RS. 

62,75,354 

Rs. 

78,11,973 

Rs. 

1,52,13,695 


2. 

J. Dalmia 

30,94,038 

— 

— 

— 


3. 

Rashtriya Fi- 


1,31,95,595 

— 

2,88,33,039 


4. 

nancial Corpo- 
ration Ltd. 

Bennett Cole- 

(Cr. 

41,34,226 

71,57,462 

69,75,868 

(increased 

5. 

man & Co. Ltd. 

Ashoka Mar- 

20,00,000) 

34,33,134 

87,70,373 


lo 

Rs.9^.4i,792 
as on 
3M0-5I) 

6. 

keting Ltd. 

Ashoka Agen- 


(Cr. Bal. of 
Rs. 44,88,417) 

— 2,00,00,000 


7. 

cies Ltd. 

Vyapari Ltd. 

1 -I- 

23,88,527 

1,03,32,791 

h- 


8. 

Dalmia Invest- 

86,69,492 

55,57,849 

74,250 

74,250 


9. 

mentCo. Ltd. 
Alicnberty and 

Not ascer- 

1,08,34,817 

53,98,713 

7,31,050 


10. 

Co. Ltd. 
Rashtriya In- 

lainablc 

56,95,398 




11. 

vestors Ltd. 

Indian National 


21,69,244 

15,32,542 



Airways 

12. Others 


87,68,459 

8,74,707 

17,21,175 



Total 

2,65,59,383 

6,34,52,603 

4,19,52,831 

7,35,49,077 



iOl 
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CHAPTER IV 

BORROWINGS FROM B.iNKS 

-A, Bharat Bank 

D.C.P.M. borrowed hcavilj^ from the Bharat Bank Ltd. Tlic outstami- 
ings as at the close of the financial years were as under : 

Rs. 

28-2-1948 1.06,73,663 Lv 496 

28-2-1949 1,01.24,025 En. 496 

28-2-1950 93,67,077 Ev. 593 

28-2-1951 70,79,307 Ek. 577 

The Bharat Bank was under the effective control of the D. J. Group. 

In or about February 1946, Shanti Prasad Jain was the Deputy 
Managing Director of D.C.P.M. During that period J. Dalmia was tlic 
Managing Director of D.C.P.M. and a former Director of the Bank. 

R. Dalmia was the Chairman of the Bank at that time. 

In April 1943, D.C.P.M. was granted an overdraft limit of Rs. 5 lacs 
against shares. The overdraft was adjusted in September 1943. 

• In October 1943 two cash credit limits of Rs. 8 lacs and Rs. 7 lacs were 
allowed to the company against fixed deposits for like amounts favouring 
Mrs. Durga Devi, wife of R. Dalmia, the then Chairman of the Bank. 

In February 1944 the limit was raised to Rs. 40 lacs under the direct 
instructions of the Managing Director, against the security of shares of 
various companies of the D. J. Group. This was raised to Rs. 50 lacs in 
-or about November 1946. This allocation was allotted to several branches 
of the Bank, viz., Daryaganj (Delhi), Lyons Range (Calcutta), Sham Barar 
'(Calcutta), Gaya, Patna, New Delhi and Fort (Bombay). 

In or about January' 1947 it was found by the Head Office Manager 
that the shares held as security were mostly unapproved and unsuflicicnl 
and that the bank had asked* D.C.P.M. to furnish approved shares of 
•sufficient, value, but this was overruled by the Managing Director. 
J. Dalmia. 

In or about August 1948, facilities allowed at the above branches of 
the Bank were withd'raw’n by the Bank except at the branches of New D-e!hi 
and Fort, Bombay. Tlic limit, however, remained unchanged at Rs. 50 I.acs. 
out of which Rs. 15 lacs was allocated to the Fort, Bombay, and ih.e 
balance of Rs. 35 lacs to the New Delhi Branch. 

In or about February, 1950, tlie following amounts, including sonte 
charges of interest thereon, were outstanding in the D.C.P.M. .account 
from the two branches of the Bharat Bank Ltd. against the said limit of 
Rs. 50 lakhs. 

R‘. 

to) Owb Credit account. New, Delhi Branch 

(6) Cash Credit account Fort. Branch. Bombay ,. 
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The security for the above advances consisted of large blocks of shares 
of the companies then under the effective control of R. Dalmia, amonu 
them, 

8,500 shares of M.D.M. Co. Ltd. and 
24,600 shares of S.S.B. Mills Ltd. 

The market value of the above shares at the time was Rs. 74,70 lakhs 
while tliat of all the shares pledged, was Rs. 82,69 lakhs. 

The date when the shares of S.S.B, Mills and M.D.M. Co. were 
pledged is not known. 

In or about October, 1946, an additional cash credit limi t, of Rs. 51 
lakhs. was sanctioned to D.C.P.M. at the Darya Ganj, Delhi Branch by 
the Managing Director, direct, at the instance of the Branch Manager. Thus 
the aggregate limit of cash credit increased to Rs. 101 lakhs. 

In the first instances the advance was granted against the hj'potheca- 
tion of goods but the Hypothecation Agreement did not contain the 
particulars of the goods hypothecated. 

On or about 27th October, 1949 another Hj'pothecation Agreement was 
executed pledging iron sheets, pipelines (both excavated and unexcavated), 
tank plates etc., lying at Calcutta and its suburbs and some places in 
Assam and also at some places in Pakistan. 

In or about February 1950 tlie amount borrowed by D.C.P.M. against 
the additional cash credit limit, of Rs. 51 lakhs was Rs. 43,10,092. 

Thus the total amount outstanding from D.C.P.M. on the three cash/ 
credit accounts at New Delhi, Delhi and Bombay was Rs. 93,31,009 in or 
about February, 1950. 

The ‘Charge’ in respect of the assets pledged by D.C.P.M. as securities 
against its advance was registered with the Registrar of Joint Stock Com- 
panies, in December, 1949, diat is, more than three )'^ears after the date of 
advance. 

A large value of the hj'potliecated stock included tire value of the un- 
excavated pipes. 

All this was possible because both D.C.P.M. and Bharat Bank Limited 
were under the effective control of the D. J. Group. 

B. Punjab National Bank 

D.C.P.M. borrowed large amounts from the Punjab National Bank. 
The amounts outstanding as at the close of the financial years of D.C.P.M. 
are as follows : 

Rs. 

28-2-1948 ^ 34,39,646 R\. 496/20-21 

28-2-1949 49,83,639 Ex. 496/1-19 

28-2-1950 ' .. .. 48,56,820 Ex. 495/2 and Ex. 

593/I-S 

The Punjab National Bank Ltd. was under the effective control of the 
D. J. Group. The Group exercised such control in view of tlie fact that 
out' of the share capital of 87,500 undivided ordinary shares of Rs. 100 
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each of the Bank in 1948, the Group owned a big block of 13,743 shares 
since before May 1948 (Ex. J. 24/945). Moreover, they controlled at that 
time a company called the National Investment Trust Ltd., which held 
another substantial block of shares. This company held a block of 31,925 
undivided shares of Rs. 100 each as on 7-8-1948 (Ex. 887). 

It will be seen from Ex. J. 24 that R. Dalmia and J. Dalmia between 
themselves continued to hold the aforesaid block of 13,743 shares till at 
least 31-1-1952. 

Also, a big block of 116,214 subdivided shares of Rs. 25 each were 
purchast^ from the National Investment Trust Ltd., on 19-1-1951, by 
Express Newspapers Ltd., (Ex. 895) which in its turn sold these shares to 
Ashoka Marketing Ltd., on 31-8-1951 (Ex. 1067). 

As on 28-2-1949 the total amounts borrowed by D.C.P.M. from tiiesc 
two banks was Rs. 1,50,87,663 whereas the value of equity and stock-in- 
trade was only Rs. 1,23,48,297-4-11, in the form of stock-in-trade, of 
Rs. 30,98,492-7-9 (Ex. 496/8) and investments, Rs. 92,49,804-13-2 
<Ex. 497/9). 




CHAPTER V 

JBORROWINGS FROM COMPANIES 


also borrowed money from the following companies which 
^were under the .control of the D. L Group : — 

1. L.E.S. Co. 

2. Dalmia Jain Airways Ltd. 

3. Dalmia Jain Aviation Ltd. 

4. Sir Shapurji Broacha Mills Ltd. 

5. Madhowji Dharamsi Mfg. Co. Ltd. 

6. Bharat Insurance Co. Ltd. 

7. Jaipur Traders Ltd. 

8. Dadri Marketing Co. Ltd. 

A. L. E. S. Co. 

This company was a D. J. Group concern and it held Government 
.Securities of about Rs. 66 lakhs as on 31-3-1946 (Ex. 523). These 
Securities were gradually sold and the sale proceeds were used by the 
D. J. Group and later R. Dalmia through D.C.P.M. 

The following table will show the amounts due by D.C.P.M. to 
L-E.S. Co. as on the close of the financial year of L.E.S. Co. : — 


Rs. 

31-3-1947 1.00,27,649-10-1 Ex. 524 

31-3-1948 1,09.11.290-11-7 nx.525 

31-3-1949 1,13.53,056-2-1 i;x.526 

31-3-1950 37,96,792-11-10 l:-X,.S27 

31-3-1951 4-1.10.269-10-11 t;\. 52.8 

31-3-1952 74,09,166-5-5 t.x. 52'> 

31-3-1953 Nil Ex. 727 


During the financial year 1949-50 of L.E.S. Co., D.C.P.M. transferred 
•a large number of shares of sister companies of the value of 
Rs. 77,45,112-8-0 to reduce its indebtedness to L.E.S. Co. and to bring 
down the balance as on 31-3-1950 to Rs. 37,96,793 (Ex. 726). By 
December 1952 D.C.P.M.’s indebtedness to L.E.S. Co. was increased to 
Rs. 1,15,85,416 tvhich was mainly set oE by the transfer of .‘Iwrcs 
,(Ex. 727):— 
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B. D. J. Airways 

D.C.P.M. borrowed moneys from D. J. Airways Ltd. The amounts due 
by D.C.P.M. to D. J. Airways as at the close of the financial years of 
D. J. A. were : ' 


As on 30-6-1949 
As on 30-6-1950 
As on 30-6-1951 
As on 13-6-1952 


Rs. 

15,44,2141 Ex. 26&EX. 34 
Nil 

90,35,368 Ex. 26/17/2 
3,43,78,924 Ex. 6 


D. J. Airways Ltd., was taken into liquidation on 13th June, 1952 and 
D.C.P.M, paid a sum of Rs. 25,00,000 to the Liquidator of the D. J. Air- 
ways Ltd., in or about October 1952 (Exs. 881 & 881-A). 


In respect of the balance of Rs. 3,18,78,924 payable by D.C.P.M. to 
D. J. Aviation (as successor of D. J. Airways) the following Assets were 
transferred by D.C.P.M. on or about 13-2-1953 ; 


Rs. 

Amount due from AUenberry - 99,16,371- 2-7 

Investments 77,53,964- 4-0 

G.M.C. Gazette & Khwaja Nazir Ahmed 13,00,000- 0-7 

General Advances & Loans 93,732- 0-0 

Furniture & Motor Car . . - . . . . . . . . , , 40,000- 0-0 

Value of 4,29,935 shares of DJA in liq., @ Rs. 5/4 per share . . 22,57,158-12-0 


(Ex. 33) . . 2,13,67,226- 2-7 


This resulted in reducing the indebtedness of D.C.P.M. to D. J. Avia- 
tion to Rs. 1,05,11,697-7-0. . 

Between 13tli & 17th February, 1953 D. J. Aviation allowed a dis- 
count of Rs. 98,77,577-6-10 to D.C.P.M. in respect of the amount of 
Rs. 3,18,78,924 due by D.C.P.M. to D. J. Airways. Of this amount 
Rs. 2,44,25,417 was repayable in instalments spread over 19 years without 
interest (Ex. 5). 

After adjusting Rs. 98,11,577-6-10 as “loss on settlement of claim”" 
against the amount of Rs. 1,05,11,697-7-0 due by D.C.P.M. the balance 
of Rs. 6,34,120 due from D.C.P.M. was transferred to the B.U.A. A/c. 
Thus D.C.P.M. settled its liability of Rs. 3,43,78,924 to D. J. Airways. 

C. D. J. Aviation 

D.C.P.M. owned D. J. Aviation the followng amounts on the dates 
mentioned against each : 

Rs. 

31-7-1949 99,93.963 

31-7-1950 .. • 16.05.310 

31-7-1951 44,51,661 

The indebtedness of Rs. 99,93,963 as on 31-7-1949 was brought down 
by D.C.P.M. by transfening to D. J. Aviation shares of sister companies. 
TTie amounts due by D.C.P.M. to D. J. Aviation was unsecured and 
carried interest at 3% only. (Ex. 492). 

D. S.S.B. & M.D.M. 

Similarly D.C.P.M. borrow'ed from S.S.B. and M.D.M. amounts 
ranging from Rs. 91 laklis to Rs. 2,41,27,216 and Rs. 52 lakhs to- 



509 


Rs- 1,25,48,074 respectively. These loans were also wisecurcd and 
carried interest at Ai% (Ex. 492/363). 


E. Bharat Insurance Co. 


The following amounts were due by D.C.P.M. to Bharat Insurance Co. 
as on the close of the financial years of D.C.P.M. 


28-2-48 

28-2-49 

28-2-50 

28-2-51 


Rs. 

17,13,983 Ex. 496 
33,33,107 Ex. 575 
80,50,197 Ex. 593 
1,21,969 Ex. 577 


All the above advances were unsecured. Shriyans Prasad Jain an em- 
ployee of D.C.P.M. up to 30-11-49 was also a director and Vice- 
Chairman of the Bharat Insurance Co. Ltd. (Ex. 366); and during the 
relevant period Bharat Insurance Co. Ltd., was under the control, first of 
the D. J. Group and later of R. Dalmia. D.C.P.M. transferred &om time 
to time the following shares to Bharat Insurance Co. Ltd., to adjust the 
account. 


(i) On 31-12-46 a sum ofRs. 43,87,604 was due by D.C.P..M. 
against which 5,000 shares of S.S.B. Mills Ltd. of the value of 
Rs. IS lakhs and 4,600 shares of M.D.M. of the value of Rs. 23 
lakhs aggregating Rs. 36 lakhs were transferred. 

(ii) On 31-5-49 a sum OfRs. 25,74,963-15-0 was due by D.C.P.M. 
(New Delhi Branch) to Bharat Insurance Co. Towards the re- 
payment of this amount, Bharat Insurance Co„ was made to 
subscribe for 24,750 Pref. Shares of Rs. 100 each of D. 3. Avia- 
tion of the value ofRs. 24,75,000 which 'was adjusted against 
the amount due by D.C.P.M. in the books of Bharat Insurance 
Co. L{d. 

(lit) As on 30-12-50 a sum of Rs. 29 lakhs was due by D.C.P.Nt. 
to Bharat Insurance Co. Ltd., against which the N.ahur /and 
was transferred by D.C.P.M, to Bharat Insurance Co. Ltd. 
for Rs. 40,19,664. 


Ex. 847 & Ex. 366 


E.X. 847 

Exs. 366 .and 847 


Ex. 847 


(Ex. 36<i,'5t 64; 


F. Jaipur Traders 

D.C.P.M. borrowed large sums of money from Jaipur Traders l.ld., :i 
company under the control of R. Dalmia (Ex. 598). As on the cIckc of tfie 
financial years of D.C.P.M. the amounts due by ' D.C.P.M. to Jaipur 
Traders Ltd., were as follows; 

Rs. 

As on 28-2-50 67.63.7 1 6 (l x*-. 

495r2, 593/I-8> 

As on 28-2-51 86 .:l674 (Ex. 

STT). 

As on 28-2-49 a sum of Rs. 19,000 was due to D.C.P.hf. by J.aipur 
Traders Ltd. (Ex. 577). The above borrowings xvcrc unsecured. 

Jaipur Traders Ltd., went into liquidation on 14-10-53 and it was 
finally dissolved on 10-5-54 (Ex, 598/9). Its Itooks of accounts were .dso 
destroyed. 

In response to the summons issued by the Commission, D. A. Patel, 
liquidator, replied that all the books, accounts and documents of Jaipur 
Traders, and of the liquidator, xvcrc duly destroyed after the dissolution of 
the said company, under the autliority of the directors and the Ex(f.x- 
ordinary resolution passed by the members of lltc said company in the 
General meeting held on 3-5-54 (Ex. 598). 
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No information is available to show how D.C.P.M. settled this large 
liability of Jmpur Traders Ltd. (Ex. 599) except a certificate dated 20^53 
signed by R. Sharma, Director of Jaipur Traders Ltd., to the effect that 
nothing was due to or due by the Jaipur Traders Ltd. (Ex. 227 B/42). 

Since the paid-up capital of the company was only Rs. 25,000 it is not 
known what 'was the source of fimds from which such large sums of money 
ranging up to 86,21,674 were advanced. The only inference that one can 
draw from all this is that the money advanced by Jaipur Traders Ltd. to 
D.C.P.M. was either the secret money of the D; J. Group Or of R. Dalmia 
or that some investments were transferred by Jaipur Traders Ltd., without 
receiving cash payment from D.C.P.M. 

■G. Dadri Marketing Co. Ltd. 

Dadri Marketing Co. Ltd., which was incorporated on 10-5-41 as a 
public limited company in the Aen State of Jind (Punjab) (Ex. 597) was 
under the effective control of the D. J. Group and later of R. Dalmia. Its 
paid-up, capital was Rs. 1,01,000 (Ex. 597/2). On 24-4-52 it was con- 
verted into a private limited company (Ex. 597/7-8). ^ The following 
were the directors at the time of the winding up (Ex. 591/ 1): 

1. Vishnu Kumar. 

2. G. Ramchandran. - 

3. Jagdish Chander. 

Of these, G. Ramchandran was an employee of D.C.P.M. working as 
a Stenographer under Shital Prasad Jain. He also did part-time work for 
'R. Dalmia. Vishnu Kumar was the Secretary of Dalmia Dadri Cement Ltd. 
Dadri Marketing Co. Ltd. acted as the selling agents of Dalmia Dadri 
Cement Ltd. 

The company went into voluntary liquidation on 13-12-53. D. A. Patel 
was again appointed the Voluntary liquidator. The liquidator filed the final 
statement of account with the Registrar of Companies. The assets of the 
company on the date of commencement of the winding up were estimated at 
Rs. 11,72,378 (Ex. 597/2). All the assets and liabilities were transferred 
to Manav Sahyog Private Ltd., another concern of R. Dalmia in pursuance 
of the Scheme of i^angement under section 208 C with effect from 9-1-57 
under the agreement executed on 20-2-57. Manav Sahyog Private Ltd., 
was registered on 15-12-56. The following were the directors of Manav 
Sahyog Private Ltd : — 

(Ex. 597/29). 

1. O. P. Dhawan. \ 

2. Vishnu Kumar. • 

3. I. N. Patel. 

The following were the shareholders of Manav Sahyog Private Ltd., as on 
28-2-57 (Ex. 597/29). 


1. S. N. Dudani 





38-5 

Equity Shares 

2. Asia Udyog Pvt. Ltd. 

• • 

• . 

. . 


74 


3. R. Dalmia 



• , 


867 


4. Vishnu Kumar 

. , 

• • 

. • 


10-5 

»* 

5. R. P. Gurha 


• • 

• • 


20 



lOIO-O 
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Dadn Marketing Ltd., advanced moneys from time to time to D.C.P.iVf 
The amounts due by D.C.P.M. to Dadri Marketing Ltd., as on the dose of 
the financial years of D.C.P.M. rvere ; — 


Rs. 

28-2-50 6,74,937 (U\. 

S93) 

28-2-51 12,42,672 (Ex 

577) 

Dadri Marketing Ltd., being the selling agents of Dalmia Dadri Cement 
Ltd., used the funds of Dalmia Dadri Cement Ltd, The money advanced by 
Dadri Marketing Co. Ltd. to D.C.P.M. was in fact the money of Dalmia 
Dadri Cement Ltd. in which the investing public was interested at that time 
(Ex. 644—649). 

From the foregoing it will be apparent that D.C.P.M. has been borrow- 
ing large amounts at low interest without any security from sister concerns; 
and the repayment thereof appears to have been effected by means of 
transfer of shares and other adjustment entries. These borrowings in 
turn were utilised either in investments or in advances to other companies 
and/or the members of the D. J. Group as will be seen from our comments 
on Inter-company loans. 

During the years 1947 to 1952 D.C.P.M. granted loans to the following 
persons and companies. 

1. R. Dalmia. 

2. J. Dalmia. 

3. Rashtriya Financial Corporation Ltd. 

4. Bennett Coleman & Co. Ltd. 

5. Ashoka Marketing Co, Ltd. 

6. Vyapari Ltd. 

7. Ashoka Agencies Ltd. 

8. Dalmia Investment Co. Ltd. 

9. Allenbcrry & Co. Ltd. 

10, Rashtriya Investors Ltd, 

A consolidated statement showing the names of parties together with the 
amount of loans granted by D.C.P.M. is annexed herewith (Annexure 111). 

It will be noted that D.C.P.M. had no surplus funds to grant ihc alw.e 
loans. In fact D.C.P.M. borrowed large sums of money from b.inks. 
insurance companies and other companies in which the investing public 
was interested (Ex. 644 — 649). 



CHAPTER VI 
LOANS AND ADVANCES 

A. R. Dalmia 

D.C.P,M, advanced large sums of money to R. Dalmia as under : 


Rs. 

As on 28-2-48 17.29,631 (Ev. 490) 

As on 28-2-49 62,75,354 (Ex. 575) 

As on 28-2-50 78,11,975 (Ex. 593) 

As on 28-2-51 1,52,13,695 (Ex. 577) 


These loans were unsecured, or partially secured, and interest was charged 
at or about 6 per cent. On 20-4-53 R. Dalmia gave a cenificatc tliai 
noting was due to him or due by him to D.C.P.M. (Ex, 227-B/33). 
This would, show that the amount of Rs. 1,52,13,695 due by R. Dalmia 
to D.C.P.M. was squared up. There is however no material to show that 
the amount of Rs. 1,52,13,695 was paid by R. Dalmia. Tlic inference 
tlierefore is that the credit balance of tlic profit and loss account of 
D.C.P.M. as on *28-2-51 (Exs. 577 and 238) amounting to Rs. 57,51,824 
and the discount of Rs. 98,77,577 received from D, J, Aviation on or 
about 13-2-53 (Exs. 230 & 231) was adjusted against the amount due from 
R. Dalmia as he was the sole beneficiary of D.C.P.M. at tliat time (Exs. 201 
& 502), 

Summonses were issued to R. Dalmia to furnish information as to 
how he cleared the sum of Rs. 1,52,13,695 due by him to D.C.P.M. The 
information called for was not furnished and protection under Article 
20(3) of the Constitution was claimed. 

B. J. Dalmia 

D.C.P.M. also advanced large amounts to J. Dalmia, younger hroiher 
of R, Dalmia. The amount due to D.C.P.M. by J. Dalmia as on 29-2-48 
was Rs, 30,94,038 (Ex. 496), The account of D.C.P.M. in the bool.s of 
J. Dalmia was closed by transferring the amount from D.C.P.M.'s account 
to Vyapari Ltd. Vyapari Ltd. was incorporated in July 1 948. it had a 
paid-up capital of Rs. 3,10,000. Tire following were the directors (Fx. 
601/5): 

1. J. M. Gupta „ 

2. V. P. Gupta 

3. M. S. Lamba 

4. Raizada Manmolianlal 

5. P. P. Gupta. 
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These loans to Vyapari Ltd., were unsecured and carried interest at 6 per 
cent By 4-9-50 the account of Vyapari Ltd. was closed in the books of 
J. Dahnia by transferring a large number of investments and the aipounts 
due by J. Dahnia to other companies. In the absence of the books of 
D.C.P.M. it is not known how the account of Vyapari Ltd. was settled. 

Details of the advances by D.C.P.M. to Rashtriya Financial Corpora- 
tion, Bennett Coleman & Co. Ltd., Ashoka Marketing Co. Ltd., Ashoka 
Agencies, Dahnia Investment Co. Ltd., Allenberry & Co. Ltd., and Rashtriya 
Investors Ltd., are as below : 

C., Rashtriya Financial Corporation 

Rashtriya Financial Corporation was incorporated as a Private Limited 
Conmany in September 1948 (Ex. 601/5). Its paid-up capital was 
Rs. 2,0()0 made up of 200 shares of Rs. 100 each; Rs. 10 per shares ‘paid- 
up’ (Ex. 601/5). 

On 23rd February, 1949 the 200 shares \vere allotted to (Ex. 601/17) 

(a) Rashtriya Investors Ltd. 100 shares (Ex. 601/95) 

{b) Rashtriya Agencies Ltd. 100 shares (Ex. 601) 

200 ‘ 


Both Rashtriya Investors Ltd. and Rashtriya Agencies Ltd., were concerns 
of R. Dahnia. 

. On 31st January 1952, 100 shares held by Rashtriya Investors l.td.. 
were transferred to D.C.P.M. (Ex. 601/30). A further amount of Rs. 10 
per share was called up which increased the paid-up capital from Rs. 2,000 
to Rs. 4,000 (Ex. 601/30). 

Manmohanlal Raizada was the first Director. He resigned on 21st 
February 1949 and in his place S. N. Dudani was appoint^ as Director 
on 21st February 1949 and continued to be the only director till Rashtriya 
Financial Corporation Ltd., was dissolved. S. N. Dudani was at that time 
the Secretary of D.C.P.M. at Delhi. (Exs. 601 & 537). On 28th February 
1949 D.C.P.M. sold the following shares to Rashtriya Financial Corporation 
Ltd., for a sum of Rs. 1,31,95,595 (Ex. 501). 

18,812 Conversion shares of S.S.B. at Rs. 275 
8,128 Conversion shares of M.D.M. at Rs. 455 . . 

4,613 ‘A’ Class shares of LESCO at Rs. 400 .t 
42,850 ‘B’ Class shares of LESCO at Rs. 40 
71,560 Deferred shares of S.S.B. at Rs. 7-4-0 
10,915 Deferred shares of M.D.M. at Rs. 23 

1,31,95,595 


Rs. 

51,78,300 

36.98,240 

18,45,200 

17,14,000 

5,18.810 

2,41,045 


In the Balance Sheet of D.C.P.M. as at 28-2-49 a sum of Rs. 1,31,95,595 
was shown as due and outstanding from Rashtriya Financial Corporation 
Ltd., under the heading ‘Book Debts’ (Ex. 494 and Ex. 497). in or 
about March 1949, 20,()00 shares of Govan Bros. Ltd., valued at Rs. 16 
lakhs were transferred to’ Rashtriya Financial Corporation Ltd. (Exs. 501 
& 590). This increased the indebtedness of Rashtriya Financial Corpora- 
tion Ltd., to Rs. 1,47,95,605. 
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Withm two months, r.e., on 30th April 1949, Rashtriya Financial 
Corf»r^on Ltd., transferred to D.C.P.M., LESCO and Ashoka Marketing 
Co. Ltd., the following investments towards its indebtedness and the entire 
anwunt of Rs. 1,47,95,605 was adjusted towards its indebtedness to 
D.C.P.M, 


(а) Transferred to D.C.P.M.(Ex.^0Yi 

32,812 Conv. shares of S.S.B. at Rs. 200 
21,528 ‘A’ Class shares of LESCO at Rs. 130 .. 

60, 1 60 ‘B’ Class shares of LESCO at Rs. 1 3 

60.000 Ordy. shares of Rajputana Investment at Rs. 3 

31.000 Nationl Bank of Lahore Ltd. at Rs. 3 . . 

10.000 Sun Beam Corporation Ltd. at Rs. 8 . . 

10.000 Indian Traders Ltd. at Rs. 8 

5.000 General Investment Ltd. at Rs. 9 

I, 440 Asiatic Stores Ltd. at Rs. 9 

(б) Transferred to LESCO through D.C.P.hf. (Ex. 722) 

71.400 Defd. shares of M.D.M. at Rs. 5 
lOQ Defd. shares of M.D.M. at Rs. 8 
10,915 Defd. shares of S.S.B. at Rs. 15 

60.000 Ordinary shares of Gwalior Bank Ltd. at Rs. 2 

17.400 Prof, shares of D.C.P.M. at Rs. 50 

II, 250 Shares of Bennett Coleman & Co. at Rs. 200 . 


Rs. 

65,62,400 

27,98,640 

7,82,080 

1,80,000 

93.000 

80.000 
80,000 
45,000 
12.9C0 


3.57.000 
800 

1,63,725 

1 . 20.000 
8,70,«0 

22,50.000 


1,43,95.605 

(c) Transrerred to Ashoka Marketing Co. Ltd. 4,00,000 

(E.S. 591) 

D.C.P.M. had transferred 11,250 Preference shares of Bcnuctl Coleman 
St Co. Ltd., for a total price of 1^. 63,02,812 as set out below (Ex. 501); 

Rs. 

On 31-3-48 9,000 Pref. shares to Gwalior Bank Ltd. at Rs. 560/4 , . . . 50,42,250 

On 31-5-49 2,250 Pref, shares to Bharat Journals Ltd. at Rs. 560.'4 per 12.60.562 

share." 

~ 63,02.812 


On 31st May 1949, Rashtriya Financial Corporation Ltd., transferred 
to LESCO 11,250 Preference .shares of Bennett Coleman & Co. Ltd., for 
only Rs, 22,50,000. LESCO in its turn transferred these shnr^ to 
D.C.P.M. on 29-12-50 for the same price. (Exs. 722 and JjI). TIujs 
D.C.P.M. got back the 11,250 shares of Bennett Coleman & Co L.d.. for 
Rs, 22,50,000 as against their previous pnee of R.s. 63.0-.bU. 

As the paid-up capital of Rashtriya Financial Corporation Ltd., s'.;-, 
only Rs, 4,000 it is not known from what sourM it met uits huge 
(Ex. 501/5, 30). The paid-up capiwl of Gralior Banl; 'uas Rs. ;• 

(Exs. 508 to 510). Tlic inference is that tins prtxcss ^vas auop.cw to c 

the D. J. Group and R. Dalmi.a to introduce their secret pro.s.s s.no • ... 
or other of their concerns. 

In the absence of the books of D.C.P.M. and the «thcr ihtcc 
it is not possible to probe furtlicr into tins inmsaciion and 
of the three companies did in fact suffer the loss oa the u . 

Shares of Bennett Coleman to D.C,P.M. 
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On 28th February 1951 D.C.P.M. transferred the following shares to 
Rashtrya Financial Corporation Ltd./ which included 21,800 Conversion 
shares of S. S. B. Mills and 7,200 Conversion shares of M. D. M. Co Ltd 
transferred by D. J. Airways to D.C.P.M. (Exs. 501 /2, 3 & 590). 


i . Rs. 

32812 Conv. Shares of S.S.B. Mills Ltd. at Rs. 200 per share .. .. 65,62,400 

39,656 ‘B’ Class shares of LESCO at Rs. 13 . . 5,15,528 

. 7,400 *A’ Class shares of LESCO at Rs. 130 per share 9,63,170 

19,128 Shares of M.D.M. Co. Ltd. at Rs. 300 57,38,400 


1,37,79,498 


’ A further sum of Rs. 1,50,63,541 was debited to the account of 
Rashtriya Financial Corporation Ltd. in the books of D.C.P.M. during the 
financial year 1950-51 of D.C.P.M. (Ex. 577). The details of this debit 
are not available. 

The total amount due to Rashtriya Financial Corporation Ltd., to 
D.C.P.M. as on 28th February 1951 was Rs. 2,88,33,039 as pbr the balance 
sheet of D.C.P.M. as on that date (Ex. 677). 

Rashtriya Financial Corporation Ltd., was taken into liquidation on* 
4th September 1952 and S. K. Sanghi was appointed Voluntary Liquidator, 
(Ex. 601). S. K. Sanghi at that time was an employee of Bennett 
Coleman & Co, Ltd. The Liquidator filed his final statement of account with 
the Registrar of Companies on 20-12-52 (Ex. 601/37, 38) under section 
208E of the Indian Companies Act, 1913, According to the Liquidators 
statement, the total amount realised, including the opening cash balance 
of Rs. 288-5-0 was Rs. 2,925-5r6. Of this Rs. 2,600 was utilised towards 
the Return of Capital to the following companies and the balance 
Rs. 325-5-6 represents the liquidation expenses: — 

(Ex. 601/37, 38). ' 

Rs. 

31-10-52 paid to D.C.M.P. on 100 shares at Rs. 13 per share . . . . 1,300 

31-10-52 piad to Rashtriya Agencies Ltd. at Rs. 13 per share on ICO shares 1,300 

2,600 


Rashtriya Financial Corporation Ltd. was finally dissolved in March 
1953 i.e., a month after D.C.P.M. went into fiquidation (Exs. 233 and 
604/25).' There is a certificate dated 20-4-53 signed by S. K, Sanglii, 
the liquidator of Rashtriya Financial Corporation Ltd., stating that the 
account of D.C.P.M. stood fully adjusted in its books (Ex. 227B). 

It is not known how the debt of Rs. 2,88,33,039 due by Rashtriya 
Financial Corporation Ltd., to D.C.P.M. was paid a.s the books of account 
arc not available, 

D. Bennett Coleman & Co. Ltd. 

In or about. April 1946 the control of Bennett Coleman & Co. Ltd., a 
private limited company, was acquired by the D. J. Group and since then 
it has been under the effective control first, of the D. J. Group (Ex. 600) 
and later of R. Dalmia. Tlicn, towards the latter part of 1955 it went 
under the control of Shanti Prasad .Jain. . 
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Large sums of money were advanced by D.C.P.M. to Bennett Colcnuin 
& Co. Ltd. The amounts due by Bennett Coleman & Co. Ltd., to D.C.P.M. 
are as set out below ; 

Rs. 

As on 28-2-49 41,34, 22G (Ex. 495) 

Ason28-2rS0 • .. .. 71.57,462 (Ex. 593/4) 

As on 28-2-51 .. 69,75,868 (Ex. 577) 

As on 28-10-51 94,41,792 T-'- 596) 

The volume of dealings of- .Bennett Coleman & Co. Lid., with D.C.P.M. 
are set out below : {Exs. 596 and 600). 

Rs. 

Financial year 1948 

Total amounts received from D.C.P.M., Bombay and interest 59,88,798 11 9 
charges. 

iess : Amounts paid to D.C.P.M. and imcrcst charges .. .. 24,85.573 13 9 


15,03.224 14 0 


Financial year 1949 

Opening credit balance on I-I-49 15,03,224 14 0 

■ Addi Further credits during the year (Financed to Bennett 60,70,119 ! 10 

Coleman & Co.Ltd.) 

,4rff/.Tntrestat6%perannum 2.72.659 15 (< 

78,46,003 15 4 

iess; Adjustments during the year 5,98,995 5 0 

72,47.00? 10 4 


Financial year 1950 

Opening credit balance 72,47,00? 10 4 

vtdrf; Further credits during the year 77,25,827 9 6 

drfd: Interest at 6% per annum 2.96.R32 12 6 

1,52,69.66? 0 -1 

i«s.- Adjustments during the year 81.73. 105 ’> 0 

Closing credit balance as on 31-12-1950 .. .. .. ,0,96.563 7 a 

Financial year 1951 

Opening credit balance ^U.V 6 .,'r >3 7 •: 

/Idd.- Further credits during the year .. .. •• 72.6T.28t 15 «' 

13,34,509 II i> 

Add: Interest at 6% per annum 5.7-‘.4,3 6 v 0 

!0 : 

(.m-t; Adjustments during the yc.ir I.4'’.'12.2'1 to 

Closing credit balance as on 31-12-51 I3,.t4,5;o i; j 

The amounts advanced to Bennett Coleman Sc Co Ltd., were 
Interest to Bennett Coleman & Co Ltd., was charged as foii-nv. ■, — 

(а) To Bennett Coleman & Co. Ltd., Delhi arcoun: (7 4/ up to <i v 5'' \ > 

June 1948. 

(б) Bennett Coleman ^ Co. Ltd., Bomb.av .-!ccoum 67 3;'. irp to rr-. 5'6 ‘. . 

3M2-I94S. 
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The amount of Rs. 1,47,42,251-15-4 (Ex. 600) adjusted during the 
financial year 1951 of Bennett Coleman & Co. Ltd., included the sum 
of Rs. 1 crore adjusted on 31-12-51 (Ex. 596/26) in respect of the followin'^ 
shares by Bennett Coleman & Co. Ltd., to D.C.P.M. (Ex. 366/23). 

Rs. 

21,000 Conversion shares of S.S.B. Mills Ltd., @ Rs. 295 .. .. 61,93, 400' 

4,000 Conversion shares of M.D.M. Co. Ltd., @ Rs. 500 . . . . 2o’,0o’o00 

18,066 Preference shares of D.J. Aviation at Rs. 100 per share . . 18,06,600- 


1,00,00,000 


A sum of Rs. 94,41,792 was due by Bennett Coleman & Co. Ltd., to 
D.C.P.M. as on 30th October 1951. This was cleared by making the above 
adjustments' (Ex. 596/26). The rates at which the shares of S.S.B. Mills 
Ltd., and M.D.M. Co. Ltd., were transferred by Bennett Coleman & Co. 
Ltd., to D.C.P.M. were inflated having regard to the rates at which other 
transactions were made about the same time : (Exs. 501 & 590). 

(i) On 23-3-1950 D.C.P.M. transferred 21,800 Conversion shares 
of S.S.B. Mills Ltd., and 7,200 Conversion shares of M.D.M. Co.. 
Ltd., to D.J.A. at Rs. 200 and Rs. 300 per share respectively.. 

(ii) On 28-2-51 D.J.A. transferred 21,000 shares of S.S.B. Mills 
Ltd., and 7,200 Conversion shares of M.D.M. Co. Ltd., tO' 
Rashtriya Financial Corporation Ltd., through D.C.P.M. at the- 
rates of Rs. 200 and Rs. 300 per share respecdvely. D.J.A.. 
(Statement of matters). 

(iii) On 28-2-51 D.C.P.M. transferred 11,012 shares of S.S.B. to- 
Rashtriya Financial Corporation Ltd., at Rs. 200 per share 
and 11,928 shares of M.D.M. Co. Ltd., to Rashtriya Investors 
Ltd., at Rs. 300 per share (Ex. 501/2, 3 and Ex. 590/1-19).. 

From the above it is clear that the real value of the shares of S.S.B.. 
Mills and M.D.M. Co. Ltd., transferred by Bennett Coleman & Co. Ltd., on- 
31-10-51 was only Rs. 54,00,000 as set out below : 

21,000 Conversion shares of S.S.B. Mills at Rs. 200 42,00,000' 

4,000 Cenversin shares of M.D.M. at Rs. 300 12,00,000' 

54,00,000 


As against the real value of Rs. 54 lacs, Bennett Coleman & Co. Ltd., 
transferred these shares to D.C.P.M. at an inflated value of Rs. 81.93,400. 
Benett Coleman & Co. Ltd. thus benefited to the extent of Rs. 27,93,400- 
in liquidation of its debt to D.C.P.M. 

E. Ashofca Maiheting Co. Ltd. 

Ashoka Marketing Co. Ltd. was incorporated on 14th July 1948- 
(Ex. 595/40-41). Its paid-up capital was originally Rs. 5,00,000. This was 
increased to Rs. 10,00,000 in 1952 and further increased to Rs. 15,00,000 
in 1955 (Exs. 595/58, 25 and 45). 

Among its directors were the following who were closely connected with: 
D.C.P.M. ; 

1. Shital Pd. Jain— an employee of D.C.P.M. 

2. H.D. Bishnoi— a Director of D.C.P.M. 

3. M.K. Roy Do. 
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The following amounts were received by Ashoka Marketing Co. Lu3., 
irom D.C.P.M. and vice versa. 

(a) Advance by D.C.P.M. to Ashoka Marketing Co. Ltd. 


Rs. 

As on 28-2-49 34.33.134 (Ex. 496/1 and 4) 

As on 28-2-50 87,70,373 (Ex. 593/1 and 3) 


(b) Adx'ance by Ashoka Marketing Co. Ltd. to D.C.P.M. 

As on 28-2-51 Rs. 44,88,417 (Ex. 577/1, 5 and 6). 

The advances to and from Ashoka Marketing Co. Ltd. were unsccurcil. 
Interest was charged or paid @ 6% on the sums outstanding. 

In its letter dated 2nd May 1953, Ashoka Marketing Co. Ltd., informed 
D.C.P.M. that there was no balance due by or due to D.C.P.M. as on ihc 
-date of the letter (Ex. 227B). It appears that the amount of Rs. 44,88,417 
•due to Ashoka Marketing Co. Ltd., by D.C.P.M. on 28-2-51 w.a3 adjusted 
-against an amount of Rs. 2,00,00,000 due by Ashoka Agencies Ltd. in 
D.C.P.M. (Ex. 595). 

F. Ashoka Agencies Ltd. 

Ashoka Agencies Ltd., was incorporated on I4th June, 1949 as a public 
limited company (Ex. 595). It was granted the certificate for commcnce- 
anent of business on 28th October 1949 (Ex. 595/3). Its paid-up capital 
was Rs. 50,000 made up of 5,000 fu^y paid shares of Rs. 10 each 
-(Ex. 595/3). Its tiuthorised capital at the time of incorporation x\as 
lis. 5 lacs. This was increased to 25 lacs in May 1951 (Ox. 595/3). 

In July 1952 the paid-up capital was increased from Rs. 50,000 to 
"Rs. 5,00,000 by making a further allotment of 45,000 shares of Rs. 10 
■each to the following (Ex. 595/3) : 


1. Dalmia Investment Lid. 21.4'Ml 

2. Dalmia Jain Collieries Ltd 9.0.V) 

3. Maheshpur Collieries Lid 5.000 

•4. Smt. Rama Jain 9,rAl 


45,0<yi 


“Note ; Smt. Rama Jain is the wife of Shanli Prasad Jain. D.-ilniia 
Investment Ltd., Dalmia Jain Collieries Ltd., and MaheshpHr 
Ojllieries Lid,, were during 1952 under the control of Sh.inii 
Prasad Jain. 


A sum of Rs. 2 crores was due by Ashoka Agencies Ltd. to D.CJ’.M 
■as on 28th February 1951 (Ex. 577/4). The above ndv.ancc. of Rr. 2 crorc-, 
was unsecured and carried interest at 6Co (Exs. 595. SIO-A and 
Tliis amount was transferred to the account of Ashok.i Accncies Ltd , fn.'r.i 
the Ashoka Marketing Co. Ltd., as on ISih October 1950 (Ex. 590> 
Betsveen October 1950 and September 1952 Ashoka .•\gcncies Lid., c/c ircd 
off the advance of Rs. 2 crores due by it to D.C.P.M. 
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The following were the directors (Ex, 601/5) ; 
J, M. Gupta 
V. P.' Gupta 
M, S. Lamba 


Raizada Manmohanlal 


P. P. Gupta. 

[Of the' above J. M. Gupta was closely connected with D.C.P.M. being 
the, manager of D.C.P.M,, Delhi Branch.] 


On 29-9-50 the 
(Ex. 601/5), 


company was converted into a private limited company 


The following piounts were due by Vypari Ltd., to D.C.P.M. at the 


close of the financial years 

of D.C.P.M. 



Rs, 


28-2-49 

33,88,527 

(Ex. 496/4 & 6) 

28-2-50 

1,03,32,791 

(Ex. 593/2) 

28-2-51 

Nil 

(Ex. 577) 


The above advances due to D.C.P.M, were unsecured. D.C.P.M. charged 
interest on the outstandings at the rate of 6 % per annum (Exs, 576A & 497, 
237, 238). • 


The amounts borrowed by Vyapari Ltd., from D.C.PJM, were in its 
turn advanced to J. Dalmia. In the books of J. iDalmia -a. sum of 
Rs. 88,32,411 appeared to the credit of the account of Vyapari Ltd,, in or 
about August/September 1948. The above amount of Rs. 88,32,411 included 
tiie transfer of Rs. 87,49,499 from D.C.P.M’s account to the account of 
Vyapari Ltd., in the books of J. Dalmia. By 4-9-50 to account of Vyapari 
Ltd., was closed in the books of J, Dalmia by transferring a large number 
of investments and the amounts due by J. Dalmia to other companies. 

In the asbence of the books of D.C.P.M. it is not known how tlic 
account of Vyapari Ltd., was settled. It may however be added here that 
Vyapari Ltd., is a concern under the control of J. Dalmia 


H. Dalmia Investment Co. Ltd. 

D.C.P.M. advanced moneys to Dalmia Investment Co. Ltd., and the 
aniCTjnts due bv Dalmia Investment Co. Ltd., to D.C.P.M. as on 31-12-46,. 
31-12-47 and a't the close of the financial years of D.C.P.M. were as follows : 


Rs. 


31-12-46 . . . . 

• • • • 

, , 

, , 

36,84,271 

(Ex. 596/51) 

31-12-47 .; 

. • • • 



. . 1,05,85,503 

(Ex. 596/54) 

29-2-48 

.. 

■ 

•• 

86,69,492 

(Ex. 496/70 , 
78). 

28-2-49 



, , 

55,57,849 

(Ex. 496/4) 

28-2-50 

. • • • 


, , 

74,250 

(Ex. 593/2) 

28-2-51 


. . 

. • 

74,250 

(Ex. 577/2) 


The amount of Rs. 36,84,271 due by Dalmia Investment Co. Ltd., 
included the value of the following shares transferred to this company fay 
D.C.P.M. or through D.C.P.M, because the amount of Rs, 31,15,000 was 
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wedited to' the accent of D.C.P,M. in the booTcs of Dalxnia Investment 
Co. Ltd. : 


31i/ March, 1946 

Rs. 

Costof 10,000 Pref. Shares ofDalmia Jain & Co. Ltd. 10,00,000 (Ex. 596/P. -tO) 
31« October, 1946 

Cpst of 30,000 Preference shares in Alicnberry & Co. 

Ltd 5,15,000 (Ex. 596/50) 

315/ December, 1946 

• Cost of 20,000 Preference shares of Govan Bros. Ltd. 16,00,000 (Ex. 596/51) 

31,15,000 

The balance due by Dalmia Investment Co, Ltd.; which increased to 
Rs. 1,05,85,503 as on 31-12-47 was mainly due (o the following tran- 
sactions : CEx. 594/54). 

31-12-47 

Cost of 11,000 shares of M.D.M. Co. Ltd. at Rs. 490 

per share .. 53,90,000 (Ex. 596/53) 

Cost of 14,000 shares of S.S.B. Miiis Ltd. at Rs. 290 

per share 40,60,000 (Ex. 596/53) 

Cost of 37,500 shares of Alicnberry & Co. Ltd. at 
Rs. 10 per share. 3,75,000 (Ex. 596/54) 


98.25,000 

Less : 

31-12-47 

Amount of hundi drawn by J. Dalmia on D.C.P.M. 
infavourof Dalmia Investment Co, Ltd. (Ex. 596/51) 

. (The amount of the Hundi was debited to D.C.P.M, 
account) 15,00,000 (Ex. 596/53) 


Sale of 28,055 shares of Bharat Collieries Ltd. 

@Rs, 2-10 per shard 3,54,543 (Ex. 596/54) 

Sale of 2,100 shares of Albion Jute Mills Ltd. at Rs. 

437-12-0 and 8,152 shares of Dehri-Rohtas Light 

Railway Co. Ltd. at Rs. I6pcrsh.arc 10.49,707 (Ex. 596,'54) 

29,04.250 

As a result of tlie above and other transactions tlic amount due by 
Dalmia Investment Co. Ltd., to D.C.P.M. increased from Rs. 36,84,271 
as on 31-12-46 to Rs. 1,05,85,503 as on 31-12-47 (E.x. 596/51, 54 
and 55). 

Between January and Februarj' 1948 tlic following shares were fm.-.- 
ferred by Dalmia Investment Co. Ltd. and the amount was debited to 
D.C.P.M. account in its books ; 


2S-1-4S 

1,40,747 shares of Roht.is Industries Ltd ' 

2,755 shares of S.K..G. Sugar Mills 
7.420 shares of Bharat Bant: Ltd. 

2.079 shares of Bharat Bank Ltd., p.p. 2,’S 
2S-2-4S 

2,270 Preference shares of Rohtas Industries Ltd. 


16.55.313 fix 5X^55) 
3.14.159 Da. 


I9.fo,47; 
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• ^ and some other transactions had the effect of reducin'^ tlie 

indebtetoe^ of the Dahnia Investment Co. Ltd., to D.C.P.M. as on 29^9-4& 
to Rs. 86,69,492 (Ex. 496/4), 

Between March 1948 and February 1949 there were a large number of 
trai^ctions bet\yeen D.C.P,M. and Dahnia. Investment Co. Ltd., relating 
to the transfer of shares and the adjustment of bundles which brougjit down’ 
the mdebtedness of Dalmia Investment Co. Ltd., to D.C.P.M. from 
Rs. 86,69,492 to Rs. 55,57,849 (Ex. 596/56). Some of the larger trans- 
actions are set out below : 

31 - 8-48 

By crcdl balancs of S. K. G. Sugar Mills transferred 
and credited to D.C.P.M.’s account in the books Rs. 

ofDalmia.InvestmentCo. Ltd. .. .. L 25,15,760 (Ex. 596/56). 

31 - 12-48 - 

To Demand on D. C. P. M. by R. Dalmia 
(accounts debited to D. C. P. M. account in the 

books of Dalmia Investment Co. Ltd.) . , . . 18,95,680 (Ex. 596/60). 

To Demand in draf drawn on D.C.P.M. „ ^ 

by Rashtriya Investors Ltd., in 

favour of Dalmia Investment Co. Ltd. ... . . 57,00,000 (Ex. 595 60), 

Note : The nature and details of these transactions are not available^ 
The inference is that these bundles were drawn in favour of 
Dalmia Investment Co. Ltd., because Dalmia Investment Co. 
Ltd. transferred some of the shares to R. Dalmia and Rashtriya 
Investors Ltd. 

28-2-49 

Rs. 31,85,000-was credited to D.C.P.M., New' Delhi in the books of the 
Dahnia Investment Co. Ltd., in respect of : — 

(Ex. 596/61). 

(а) Demand draft No. 2, dated 28-2-49 drawn by J. Dalmia in favour of 

Vyapari Ltd., on Dalmia Investment Co. Ltd. presented througlr 
D.C.M.P 

(б) Demand draft No. 1, dated 28-2-49 drawn by J. Dalmia in favour of 

Vyapari Ltd., on Dalmia Investment Co. Ltd. Presented througli 
D.C.M.P. 

31,85,000 

On 28th September, 1949 Rs. 32,98,161 was debited to the D.C.P.M. 
account in the books of Dalmia Investment Co, Ltd., in respect of a demand 
draft drawn by J. Dalmia in favour of Dalmia Investment Co. Ltd., sent 
to D.C.P.M. for collection (Ex. 596/63). 

On 30th November 1949 Rs. 6,07,821 w'as credited to the account of 
D C P M in the books of Dalmia Investment Co. Ltd. in respect of the 
credit balances of Bhriguraj and Yogiraj and Dalmia Jain Chanty Trusts 
transferred (Ex. 596/64). 

The advances were unsecured and carried interest at 4i % on tlie amounts 
outstanding (Exs. 596/40, 57, 58, 59 and 576A). 


. Rs. 
23,85,000' 

8,00,000 
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The effect of all these entries, and also a number of other entries, was 

that the indebtedness of Dalmia Investment Co. Ltd., to D.C.P.M. was 

hrought down to Rs. 74,250. 

Dalmia Investment Co, Ltd. is said to have .been allotted to the share 
of R, Dalmia (Ex. S. 75). In 1950 the shares therein were sold by R. Dalmia 
:aDd his concerns to Shanti Prasad Jain and his concerns. 

I. AHenberry & Co. Ltd. 

In 1945 the D. J. Group acquired control of AHenberry & Co. Ltd., 
■and since then it has been under the effective control of the D. J. Group and 
later of R. Dalmia. 

D.C.P.M. financed AHenberry & Co. Ltd., from time to time (E.xs. 49fi. 
.593 & 577). In the absence of the books of account of D.C.P.M. and 

AHenberry & Co. Ltd., it is not possible to find out the details of the 

amounts borrowed from D.C.P.M. But on the date of the close of tlic 
■following financial years of D.C.P.M. the amounts due by Allcnbcriy 
Co. Ltd., to D.C.P.M. were as follows ; 


Rs. 

As on 28-2-49 ], 08, 34,817 (Ex. 496) 

As on 28-2-50 53,98,713 (Ex. 593) 

As on 28-2-51 7,31,050 (Ex. 577) 


On 30th June 1951 a sum of Rs. 1,35,25,417-1-0 was due by AUcnberiy 
to D. J. Airways (Ex. 5, 5/1, Ex. 26/18). AHenberry, however, expressed 
its inability to repay this amount to D. J. Airways (Ex. 5/1). D.C.P.M. 
■thereupon took over the above indebtedness of AHenberry to D. J. Ainvay.s. 
by an agreement (Ex. 5), dated 5th August 1951 between D. J. Ainwavs 
-and D.C.P.M. 

This amount of Rs. 1,35,25,417-1-0 was repayable by D.C.P.M. to 
D. J. Airways in annual instalments spread over 19 years without :in>' 
■interest. D.C.P.M. was thus benefited by way of interest charges amountin'^ 
40 Rs. 71,44,988. 

Thus AHenberry became indebted to D.C.P.M. to the extent of 
Rs. 1,35,25,417-1-0 (Ex. 5/1). This loan carried interest at 41%. Under 
Ex. 202 D.C.P.M. granted the following concessions to AHenberry in 
rscpect of the repayment of the amount of Rs. 1,35,25,417-1-0 viz., 

(a) D.C.P.M. agreed not to charge interest to AHenberry on liiis 
amount. 

(b) AHenberry was allowed to repay D.C.P.M. by inst.alments un- 
specified both as to the amount and as to time, except that the 
total was to be repaid in 20 years. Tlius the benefit ‘of 
Rs. 71,44,488 repaid by D.C.P.M. was transferred to 
AHenberry under Ex, 202. 

D.C.P.M went into liquidation on 18th Fcbniaiy 1953 (Ex. 225). 
Before going into liquidation, viz., on ISth February 1953, D.C.P.M. 
■transferred the amount of Rs. 99.16,371 due by AHenberry & Co, as on 
that date to D. J. Ariation. another company under the control of R. Dal.nira 
towards the indebtedness of D.C.P.M, to D. J. Aviation. 

D. J. Aviation changed its name to Asia Udyog Ltd., on 23-5-53 and 
AHenberry thus became a debtor of Asia Udyog Ltd., in place of D.C.P.M. 
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J. Rashfriya Investors Ltd. 

Rashtriya Investors Ltd., was incorporated as a private limited company 
on 28th August, 1948 with an authorised capital of Rs. 5 lacs divided into 
5,000 shares of Rs. 100 each„ and paid-up capital of Rs. 3,000 made up 
of 200 shares of Rs. 15 each (Ex. 601/5). Later in 1949 the paid up 
capital was increased from Rs. 3,000 to Rs. 7,000 by calling up a further 
Rs. 20 per share (Ex. 601/5). 

According to the initial return of allotments filed with the Registrar, the 
shares were allotted to the following companies which were at the time 
under the effective control of R.. Dalmla. 

. Rs. 

1. Dalraia Investment Co. Ltd. 100 shares 1,500 

2. D.C.M.P. . . . . . . . . . ; . . 100 shares . 1,500 

200 3,000 


As on 31st May, 1951, 100 shares held by Dalmia Investment Co. Ltd!, 
were transferred to Govan Bros. Ltd., and thus the capital of this company 
was held by D.C.P.M. and Govan Bros. Ltd. R. Dalmia was solely interested 
in both these companies (Ex. 601). 

At the time of incorporation, Jagmohanlal Raizada was the Director 
and S. N. Dudani was the Secretary. Jagmohanlal Raizada was the 
director of D.C.P.M. from 15-1-49 to 24-5-50 (Ex. 601). 

On 4th September 1952, the company was taken into liquidation and 
was dissolved in 17-6-53 (Ex. 601). S, K. San^i was appointed the 
liquidator. 

He was also die liquidator of the following companies under the control 
of R, Dalmia, all of which were taken into voluntary liquidation between 
the years 1951 to 1953. 

Dale of liquidation. 

General MarkctinR Co. (P) Ltd. 7-2-53 (Ex. 856) 

Premier jMerchants (P) Ltd. .. ..' 7-2-53 (Ex. 856) 

Rashtriya Financial Corporation Ltd 4-9-52 (Ex. 601) 

Gwalior Bank Ltd. .. 27-12-51 (Ex. 604) 

The liquidators statement of account filed on 23-12-52 with the Regis- 
trar of Companies shows the following (Ex. 601): — 


(a) 31-12-52 

Cash in hand 

Realised from D.C.P.M., Delhi ... 

Realised from Govan Bros. Ltd. 

Realised from Rashtriya .Agencies Ltd., Delhi ; 


(b) Disbiirseinaits : 

Return of capital to D.C.M.P..100 shares @ Rs. 32-8-0 per share . . 
Return of capital to Govan Bros. Ltd. 100 .shares at Rs. 32-8-0 

per share 

Liquidator's fee 

Miscellaneous expenditure 


Rs. 

As. 

P. 

259 

8 

0 

3,245 

0 

6 

3,244 

13 

0 

50 

0 

0 

6,799 

6 

3 

3,250 

0 

0 

3,250 

0 

0 

100 

0 

0 

199 

6 

3 


6,799 6 3 
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At the time winding-up, S. N. Dudani was the Director of Rashtriya 
Investors Ltd. He was also the Secretary of D.C.P.M. from 20-9-48; 
onwards. The company was finally dissolved on 17-6-53 (Ex. 601). 

As on 28-2-49, an amount of Rs, 56,95,398 was shown -as due to 
D.C.P.M. by Rashtriya Investors Ltd. In the absence of account books 
the nature and deatils of this credit balance in the books of Rashtriya 
Investors Ltd. are not known. However, a credit of Rs. 57 lacs was raised 
on 31-12-48 in this account on account of one Demand Draft drawn by 
Rashtriya Investors Ltd,, on D.C.P.M., New Delhi favouring Dalmia Invest- 
ment Co. Ltd. (Ex. 596). 

In the absence of the account books of D.C.P.M.. it is not known how 
tins amount was adjusted. D.C.P.M. charged interest at 6% on the loan 
advanced. (Ex. 576A), 

On the closing dates of tlie accounting years of D.C.P.M. viz., as on 
28-2-50 (Ex. 503) and 28-2-51 (Ex. 577) there does not appear to be any 
amount either owing by or to Rashtriya Investors Ltd. In the absence of 
account .books or available records relating to the period commencing 
1-3-51 till liquidation the extent of the financial dealings is not known". 
However, in the available records there is an undated certificate by the- 
Liquidators of Rashtriya Investors Ltd., stating that there is nothing due to 
them or due by them to D.C.P.M. (in voluntary liquidation). Tire certificate 
mentions that the account of D.C.P.M. (in voluntary liquidation) stands 
fully adjusted in its books. It is not known how this was adjusted' 
(Ex. 229B). 




CHAPTER VIl 


BSiXER-COMPANY INVESTMENTS 

We will now examine the investments made by and through D.C.P.M. 

D.C.P.M. bought and sold shares of Joint Stock Companies mostly 
under the control of the D. J. Group and later of R. Dalmia. The primaty' 
■objects of these investments were — 

(0 to acquire the control of companies outside the DJ. Group, 
such as, Bennett Coleman & Co., S.S.B. Milk Ltd., and M.D.M. 
Co. Ltd.; 

(«■) having acquired control, the shares of the acquired companies 
were transferred to the public limited companies, bante and 
Insurance companies towards repayment of the funds borrott-cd; 

(///) after acquiring control of outside concerns, to derive benefits 
in the form of selling and managing agency commission and 
in some cases, compensation for the benefit of R. Dalmia and 
his concerns; 

(iv) to control the overall taxation liability of the Group by wongful 
diversion of taxable profits from other companies to D.C.P.M. 
and thereafter creating fictitious losses to be set olT against the 
taxable profits so diverted; 

(v) to adjust the indebtedness of D.C.P.M. to other companies and 
vice versa by making purchases and sales at ra^cs manipulated 
to suit the convenience of the D.J. Group and later of R. Dalmia; 

(v/) to retain the. control of the DJ. Group and later R. Dalmia, 
through the agency of D.C.P.M., over the companies in tlic 
shares of which large moneys were invested by D.C.P.M.; 

(v/i) to window-dress the balance sheets of sister companies. 

The following statement will show the borrowings of tlic companies from 
bank.^ Insurance companies and other public companies; investments held 
and me percentage of the investments on the paid-up capital of D.C.P.M. : 


Balance sheet as at 


Total 

Borrowngs 

Total Invcst- 
menis 

Percent arc 
to the paid- 
op capil.d 
of 

n.c.M.p. 

28-2-1947 


. . 3.58,92.289 

3.32,54.565 

455-29% 

28-2-1948 

, , 

. . 5.09,05.289 

2.01.10.93: 


28-2-1949 


.. <5.75.57,073 

92,49.40.9 

i84-9?f; 

28-2-1950 

, , 

.. 6.67.95.357 

2.30.01. <:68 

«ro-oo:: 

28-2-1951 

•• 

. . 7,63.25.790 

45.37,849 

90-76:: 


Note, — M ost of the shares were not quoted in any Stock Exchanpe. 


Wc set out details of the investments, to the extent available in the absence 
of books and records of the company, in Annexurc *A’ at page 23 of the 
Statement of Matters. Wc do not intend to burden our rc}x>rt whh them. 

5:7 
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The profit or loss on the sale of the investments by D.C.P.M. from 
1946 to 1951 is given below : — \ 


Profit on Loss on Speculation Total loss , 

sale of sale of loss 

investment investments 


28-2-1946 1,80,670. 


28- 2-1947 5,31,173 — _ ‘ „ 

29- 2-1948 ; — ' — — . 12,99,601* 

28-2-1949 .. .. .. — 13,85,027 • 4,75,392 18,60,419 

28-2-1950 — ■ 2,82,082 2,04,751 4.86,833 

28-2-1951 . ; . . • . . — 24,14,080 19,48,485 43,62,565 


7,11,813 53,80,790 26,28,628 80,09,418 

*This amount includes the loss of Rs. 12 lacs on transfer of 500 shares of Dharang- 
dhra Trading Co. Ltd,, to Shanti Prasad Jain. 

Kote. — ^Figures of speculation losses in respect of three years’ only arc available. 

The companies, in the shares of which D.C.P.M. had invested funds, 
-were mostly companies in the same group. In most of the cases no cash 
payments were made either for purchase or for sale ; it was done by book 
adjustment. Also, the company did not get the shares registered in its own 
name. For the most part they were kept in blank transfer. The rates at 
which the shares were bought and sold were manipulated to suit the con- 
venience of the D,J. Group and later R. Dalmia. 


<e.g.. 


The same type of shares were bought at varying rates at short intervals, 

(fl) On 20-2-1949, 18,812 Conversion Shares of S.S.B. Mills Ltd., 
were sold at Rs. 275 per share and 8,120 Conversion Shares of 
' M.D.M. Co. Ltd., at Rs. 455 per share to Rashtriya Financial 
Corporation Ltd, ’Two months later, the same type of shares 
were repurchased by D.C.P.M. at Rs. 200 and Rs. 300 respec- 
tively. 

(b) In February 1949, 42,850 ‘B’ Class shares and 4,613 ‘A’ Class 
shares of LESCO were sold at 40 and .Rs. 400 respectively 
to Rashtriya Financial Corporation Ltd. Tv''o months later, die 
same type of shares were repurchased by D.C.P.M. at less than 
one-third of the sale price, viz. Rs. 13 and Rs. 10 respecuvely. 


<c) 


On 31st Match 1948, D.C.P.M. sold 9,000 shares of Bennett 
Coleman & Co. Ltd., the Gwalior Bank Ltd., for Rs, 50,42,250 
and on 31st March 1949 sold 2,250 shares to Bharat Journals 
Ltd for Rs. 12,60,562 both aggregating Rs. 63,02,012 whereas 
on 31st May 1949, Rashtriya Financial Corporation Ltd., 
ferred 11,250 shares of Bennett Coleman & Co. Ltd., to LbSCU 
for Rs. 22,50,000 only. 

The same block of shares were included as assets in the Bailee sheet 
of onfeompany and within a few months thereafter they ? 

in the Balance sheet of another company, as will be seen from the following . 

(i) The financial year of D.C.P.M, ended on 28th 

whereas that of Dalmia Jain Airways Ltd., ended on 30th June 
As on 28th February, 1950, D.C.P.M. was holding 32,832 
shares of S.S.B. Mills Ltd, valued at Rs. 65,62,400 and 14,128 
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shares of M.D.M. Co. Ltd., valued at Rs. 42,38,400. Tliccc 
shares were shown as ‘Investments’ in the balance sheet of 
D.C.P.M. as on 28th February, 1950. 

On 23rd March 1950, D.C.P.M. transferred 21.800 siiarcs 
of S.S.B. Mills Ltd., and 7,200 shares of M.D.M. Co. Ltd., 
valued at Rs. 65,20,000 to Dalmia Jain Ainvays Ltd. TIjcsc 
shares were included as ‘Investments’ in the balance sheet of 
Dalmia Jain Airways Ltd., as on 30th June, 1950. 

On 28th February 1951, these shares went from Dalmia Jain 
Ainvays Ltd., to Rashtriya Financial Corporation Ltd., throuch 
■D.C.P.M. The indebtedness of D.C.P.M. to Dalmia Jain 
Airways Ltd., to the extent of Rs. 65,20,000 was tluis restored. 
At the same time, Rashtriya Financial Corporation Ltd., a priv.a!e 
limited company with a paid-up capital of Rs. 4,000 became 
indebted to D.C.P.M. to the extent of Rs. 65,20,000. 

The same shares again came to D.C.P.M, and it received 
dividends in 1952 by way of return of capital from the Liqui- 
dators of S.S.B. Mills Ltd., and M.D.M. Co. Ltd. 

(«) As on 28th February 1950, D.C.P.M. was holding 11.250 ‘A‘ 
Class shares and 68,172 *6’ Class shares of LESCO and 91. 
shares of Gwalior Bank Ltd. Of this lot, on 29lli April 1950, 
7,119 ‘A’ Class shares and 20,514 ‘B’ Class and 91,489 sharc', 
of Gwalior Bank Ltd., were transferred to Dalmia Jain Aviation 
Ltd., and were included as ‘INVESTMENTS' in die balance 
sheets of Dalmia Jain Aviation Ltd. as on 31st July, 1950. 
On 28-2-1951, these shares were rc-transfcrrcd at cord to 
D.C.P.M. These shares did not appear in the balance sheet 
D.C.P.M. as on 28th February, 1951, as they had been tr.in- 
ferred to some other company. 
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Bennett Coleman & Co. was a private limited company and it owned 
a first class printing press. Its paid-up capital was Rs. 38,79,000 consisting 
of 38,053 Preference Shares of Rs. 100 each and 7.370 Ordinary Shares 
of Rs. 10 each (Ex. 600). As on 31-12-1945, Bennett Coleman & Co. 
Ltd., had reserves representing accumulated profits to the extent of 
Rs. 29,97,347. It also had a reserve of nearly Rs. 53 lakhs for taxation 
and E.P.T, Deposits. This shows that Bennett Coleman & Co. Ltd., was 
then in a sound financial position. 

Bennett Coleman & Co. Ltd. held, as on 31-12-1946, Government Secu- 
rities of the face value of Rs. 30,57,000 and also cash and Bank balances 
to the extent of Rs. 14,38,591. This indicates that the company’s liquid 
resources were very satisfactory. , 

On 2-4-1946, D.C.P.M. paid a sum of Rs. 99,92,100 by cheque to 
Bennett Coleman & Co. Ltd., who were acting as agents for the shareholders 
towards the cost of its shares purchased by D.C.P.M. (Ex. 493/5). When 
the payment of Rs. 99,92,100 was made by D.C.P.M. for acquiring its 
•shares, D.C.P.M.’s account with the Bharat Bank showed an overdraft of 
Rs. 79,42,996. It is, therefore, clear that for acquiring die shares of 
Bennett Coleman & Co. Ltd., D.C.P.M. used the funds of Bharat Bank in 
the first instance (Ex. 493/5). Later, this overdraft of Rs. 79,42,996 
was cleared by D.C.P.M. by receiving moneys from other concerns (Ex. 
-493/6). 

On 25th April, 1946, Bharat Bank Ltd. purchased 15,000 Preference 
'Shares of Bennett Coleman & Co. Ltd. at Rs. 580 per share from D.C.P.M. 
for Rs. 87,00,000. 

After nearly sLx months, i.e., 30th September, 1946, this lot of 15,000 
•shares was sold to the Gwalior Bank Ltd., another concern of the D.J. 

• Group, at Rs. 560 per share i.e., for Rs. 84 lakhs, resulting in a loss of 
Rs. 3 lakhs to the Bharat Bank. The Bharat Bank Ltd., received a dividend 
■of Rs. 3,00,000. 

The amount of Rs. 84 lakhs due to the Bharat Bank Ltd., by the Gwalior 
Bank Ltd. was adjusted against the purchase from the latter of Government 
•Securities of the face value of Rs. 81’ lakhs on the same date. 

'Gwalior Bank /- 

The Gwalior Bank was a D.J. Group concern. It went into volunUiry 
liquidation, the liquidator being S. K. Sanghi, an employee of Bennett Coleman 
& Co Ltd. By a resolution passed at the Directors’ meeting held on 2nd 
July, 1953. its Books of Accounts and records were destroyed by the Delhi 
■Glass Works Ltd., which company had earlier taken over its assets and 
liabilities under Section 208C of the Indian Companies Act, 1913. 

The balance sheets of the Gwalior Bank as at 30th June, 1946 and 1947 
'arc not available. From the available Balance Sheet as at 30th June, 1948, 
it is found that the paid-up capital of the Gwalior Bank was Rs. 12,46,437 
and that h had total Deposits of Rs. 89,90,287. 

The Directors of the Gwalior Bank in 1948 were : — 

(1) P. L. Sah who is now Secretary of Bennett Colemai>. & Co. Ltd.; 

' (2) F. L. Kothari in whose name, in 1949, 7,4^^g00 shares of 

Rs. 10 each of Jaipur Udyog Ltd, were registered; and 
(3) Megh Raj Agarwal, 
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The Manager of the Gwalior Bank at that time was S, K. Sanghi. 

March, 1947, Bharat Bank Ltd. repurchased this TCrj- Jot of 
15,w0 sh^es from the Gwalior Bank Ltd. and on the same daj’ sold it to • 
S.S.B. Mills Ltd. for a sum of Rs. 84 lakhs, 

amount due from the S.S.B. Mills was set off against the amount 
payable to the Gwalior Bank Ltd. 

Thus the total investment by the D.J. Group in April, 1946 in acquiring 
the control of Bennett Coleman & Co. Ltd, was Rs. 1,86,92,100 as follows ;~ 


R-. 

Invested by D.C.P.M 99,92,100 

Invested by Bharat Bank Ltd 87,00,000 


1,86,92,100 


In order to liquidate its overdraft, D.C.P.M. thereafter transferred the 
shares of Bennett Coleman & Co. Ltd., acquired by it for Rs. 99,92,100 to 
other companies as follows : — 

(a) On 30-4-1946, 4,500 shares of Bennett Coleman were trans- 
ferred to Bharat Insurance Co. Ltd., for a sum of Rs. 26,10,100- 
at the rate of Rs, 580 per share. These shares were resold- 
by Bharat Insurance Co. Ltd., before the end of tlic year for ;i 
sum of Rs. 25,42,000 resulting in a loss of Rs. 67,500- 
(Ex. 366/58). 

(b) Oa Of about 26-4-1946, 5,000 Preference Shares of Bennett 
Coleman & Co. Ltd. were transferred to Bharat Fire & General 
Insurance Co. Ltd., for a sum of Rs. 29 lakhs (Ex. 848/52). 
This transaction was negotiated on 3-4-1946 but actually the 
amount was paid to D.C.P.M. on 29-4-1946 hence the interest 
for the intervening period from 3-4-1946 to 29-4-1946 amount- 
ing to Rs. 6,396 was also pmd to D.C.P.M. (Ex. 607/40K). 
These shares continued with Bharat Fire & General Insurance 
Co. Ltd. till 27-12-1946 when they were rctransfcrrcd to 
D.C.P.M. for a price of Rs. 27,65,000, This resulted in a 
loss of Rs. 1,50,000 to Bharat Fire & General Insurance Co. I.tci. 

(c) The shares purchased by D.C.P.M. from Bliarat Jasuranre Co. 
Ltd., and Bharat Fire & General Insurance Co. Ltd., amoug 
others shares were transferred to the following companies in 
December, 1946 : 

(/) 9,500 Pref. Sltarcs at Rs. 557 per share for a sum of 
Rs 52,92,500 on or about 27-12-1946 to S.S.B. Mii'^ 
Ltd. 

(//) 6,850 Pref. Shares at Rs. 550 p-cr share for a rum of 
Rs. 37,67,500 to M.D.M. Co. Ltd. 

These shares continued with the S.S.B. Mills and M.D.M. ImJ. uji 
at least 31-3-1950 and probably up to 1 6th November, 1951. Tfie I.5.(X^»o 
shares which were purchased by S.S.B. Mills on K * - 

do not appear in the balance sheet of S.S.B. Mills Ltd. TJtc mkren^e 
that this block of 15,000 shares vyas transferred by die S.S.B. 
on that very day to some other concern of the DJ. Group incV’t 
to D.C.P.M. In the Statement of investment.s purcb.i-eci and d b> 
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D.C.P.M during the financial year 1948-49, the 15,000 Pref. Shares of 
1 Coleman & Co. Ltd. appear in D.C.P.M.’s account as on 1st March 
1948, at a cost of Rs. 84,03,750. This shows that the block of 15,000 
shares purchased by the Bharat Bank Ltd. and transferred to the Gwalior 
Bank and thereafter to S.S.B. Mills Ltd., ultimately came into the possession 
■of D.C.P.M.- 

During the year 1948-49, 5,700 Ordinary Shares for Rs. 3,13,500 and 
-825 Pref. Shares for Rs. 4,53,750 were purchased by D.C.P.M. from the 
D.J. Charity Trust and 10 Pref. Shares for Rs. 3,609 from others. Thus 
•the D.C.P.M. holding at one time increased to 15,835 Pref. Shares and 
5,700 Ordinary Shares of the value of Rs. 91,74,609. 

During the same year i.e. 1948-49, 2,100 Ordinary Shares were sold 
■to R. Dalmia for Rs. 1,15,500 and 9,000 Pref. Shares to the Gwalior Bank 
Ltd. for Rs, 50,4'2,250 and 10 Pref. Shares to Dalmia Jain & Co, Ltd. for 
Rs. 3,609. Thus the holding of D.C.P.M as on 28th February, 1949 was 
■reduced to Rs. 40,13,250. 

Rs. 

6,285 Pref. shares for 38,15,250 

3,600 Ordy. shares for 1,98,000 

40,12,250 


During the year 1949-50, i.e., on 31st May, 1949, 2,250 Pref. shares 
wer further transferred to the Bharat Journals Ltd. and R. Dalmia con- 
cern, for a sum of Rs. 12,50,562. Thus D.C.P.M.’s holding as on 28th 
Februaiy, 1950 was reduced to 4,575 Pref. shares for Rs. 25,54,687-8-0 
•and 3,600 Ordy. shares for Rs. 2,98,000, 

On the same day, i.e., on 31st May, 1949, Rashtriya Financial Corpo- 
ration Ltd., transferred 11,250 Pref. shares of Bennett Coleman & Co. Ltd. 
for a sum of Rs. 22,50,000 to LESCO through D.C.P.M. It is, therefore, 
-evident that out of 11,250 shares 9,000 Pref. shares w'ere acquired by 
Rashtriya Financial Corporation Ltd, earlier and the balance, 2,250, on 
the same day. The inference is that the same lot of 11,250 shares had 
reached LESCO for Rs. 22,50,000, through Rashtriya Financial Corporation 
Ltd. • 

Rashtriya Financial Corporation Ltd. an R. Dalmia concern went into 
liquidation on 4-9-1952. Its records are not available. 

Between December, 1947, and January, 1949, D.C.P.M., Bombay 
further purchased 5,788 Pref. shares for Rs. 16,46,472 and 1,620 Ordy. 
shares for Rs. 32,400. 

On 15th January, 1949, D.C.P.M. Bombay sent Debit .Advices Nos. 
2044 and 2045 as at 28-2-1948 to its Head Office at Dalmianagar for 
Rs 16,42,863-5-0 in respect of the purchase of 5,778 Pref. shares and 
Rs 32,400 in respect of 1,620 Ordy. shares; Rs, 3,609 tlic cost of the 
remaining 10 Pref. shares was transferred later, probably in December, 
1948. 

From the available records it is found that R. Dalmia invc.sted 
Rs. 2,03,70,972-8-0 in the shares of Bennett Coleman & Co. Ltd. as dis- 
cussed in the preceding paragraphs. 
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The D. J. Group and later R. Dalmia had effective control of the 
following companies at all relevant times : — 


Bharat Bank Ltd., Bharat Insurance Co. Ltd,. Bharat Fire & General 
Insurance Co. Ltd., S. S. B. Mills Ltd., M. D, M. Co. Ltd., Rashtriyn 
Financial Corporation Ltd., Gwalior Bank Ltd., and LESCO. 

It was, therefore, possible for the D. J. Group and R. Dalmia to i'$c 
the funds of these companies for their own benefit, and also to manipulate 
the rates at which shares were to be purchased and sold. 

After it was acquired, Bennett Coleman & Co. Ltd., declared dividends 
only for two years, i.e., for the years ending 31st December, 1946 and 
1947 at 35 per cent and 22i per cent respectively (Ex. 601/14.15) on 
Preference and Ordinary shares, but no dividend was declared for tiic 
years 1948 to 1954. In December 1955, however, arrears of dividends 
on Pref. shares were declared and the sum of Rs. 26,63,710 was paid to 
B.U.A., which company was under tlie effective control of R. D.alsnia 
(Ex. 600/14/Vol. 31). 

After the D. J. Group acquired control of Bennett Coleman & Co. Ltd. 
Government securities of the face value of Rs. 30 lacs held by it were sold. 

Bennett Coleman & Co. Ltd., was financed by D.C.P.M. Die amounts 
due by Bennett Coleman & Co. Ltd., to D.C.P.M. arc set out bclov/ ; — 

Its. 

O') bn 28-2-1949 41,34,226 (Es. 496/9 &.575) 

(«).On 28-2-1950 71,57,462 (Ex. S93f4) 

(///) On 28-2-1951 69,75,868 (Ex. 577) 

(tv) On 30-10-1951 94,41,792 (Ex. 600/90 & 596) 

S.S.B. Milb and U.D.M. Co. Ltd. 

The acquisition of shares of S. S. B. Mills Ltd., and M. D. M. Co. Ltd., 
by the D. J. Group, through D.C.P.M. has been dealt with in detail in die 
chapter relating to the two mill companies. There is, Uicrcforc, no need 
to say anything more here about these two companies. 

According to Shanti Prasad Jain and J. Dalmia, there was notiiing ivroiig 
in acquiring companies and then selling a portion of the shares w other 
interested panics. 
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Counsel for Shanti Prasad Jain submitted a list of “Normal Commercial 
Practices” referred to in the written statement of his client. Ihe Commis- 
sion considered this at its meeting held on 21st December, 1961. Since 
out of the 17th“items of such practices referred to in the list, the foUowins 
have bearing on the trmsactions discussed in this Chapter. We briefly 
indicate them below with the Commission's findings on them. 


Normal Commercial Practices referred to by 
Shanti Prasad Jain 

Commisstojicr's findings thereon 

(1) 

(2) 

3 . 


Inter-company Investments and Inter-company 
Transfers between companies under the 
same managemant or belonging to the same 
group are a normal and necessary features 
of Corporate management as they assist in 
the economic and industrial development 
of the country. 

The Commission is prepared to concede 
that Inter-company investments, 

loans and transfers between con- 
panics under the same management 
or belonging to the same group do 
take place and that in appropriate 
circumstances that is proper and 
justifiable; and that when this is the 
case the practice can be said to be 
normal. 


The Commission doss not admit that 
it is normal in that sense when the 
circumstances of a particular case 
do not justify a particular invest- 
ment, transfer or loan. 

The Commission also docs not admit 
that in every case the practice assists 
in the economic and industrial de- 
velopment of the country. In the 
opinion of the Commission each, 
case must depend on its own facts. 


4 . 


It is a matter of common occurrence that 
when a company is added to a group of 
companies under the common management 
or belonging to the same group, generally 
investment in the shares of such a new com- 
pany arc distributed amongst the various 
companies of that group. 


The Commission accepts that when at 
company is added to a agroup of 
companies under common manage 
ment or belongs to the same group 
. then the shares of a new company 
arc often distributed amongst the 
various companies of that group. 
The Commission concede that in 
given circumstances this practice 
would be proper and justifiable. 
Whether it is proper and justifi.able 
will depend on the circumstances of 
each particular case. The Commis- 
sion does not accept that this prac- 
tice is necessarily proper. 


9 . 

'There is nothing wrong or unusual in Banks The answer is the same as No. 8 so far 
and Insurance companies under the same as the Banlts arc concerned, 
management giving loans to companies 

under thesame management, or investing its The instance of insurance companies is 
fund; in shares of companies under the same not accepted so far as loans are con- 
management. ' cerned but is accepted as above 

• regarding the rest. 

(No. 8 in the list furnished by the counsel is reproduced below together with the 
Commission’s findings thereon). 
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( 1 ) 


( 2 ) 


Advances, loans ami deposits from one com- This is another variation of Ko. 3. It 
pany to another under the same manaee- is accepted that advances, loans and 
ment, with or without security, were and arc deposits arc made from on; cc>mp:r.\’ 

normal and usual features of company to another under the same nanarr- 

management in his country'. ment and that this is often den; 

wiihom security. 

It is not admitted that this is a normal 
feature as each case must depend on 
its own facts. In ccrt.aJn eases the 
act may be justifiable prci\:r, in 
others not. 


10 . 

There is nothing wrong in investment, holding 
or sh.arc-frading companies in malting in- 
vestments and/or holding shares of values 
beyond the paid-up capital of the company 
concerned. It was a normal practice for 
such companies as the relevant time to tnal.c 
such investments. 


M. 

There was nothing wrong or improper in a 
company, and particularly a company freeju- 
cnlly dealing in the sale and purchase of 
share, in holding its shares in the names of 
certain individuals or in blank transfers, and 
that was a normal commercial practice. 


It is accepted that investment, holding 
and share-trading companies mal c 
investments and hold sh.arc-s of s.ahse 
beyond the p.iid-tip c.apital of the 
company concerned. 


li is not accepted that this is alw..\s 
or ncccf.'arily .a proper practice. 
Here again each case must depend on 
its own facts. 


It is .accepted that them is a practice in 
wliich .a company frequently dr.aling 
in the s.alc .and piuch.ase of iharc'. 
holds such shares in the n.*.mfs of 
individu.als or in blank ir.anrfcrs. 

U is further accepted that the pmctlce 
is not necessarily vTon.g or irr.riopet 
in itself. 

It is not accepted that the pr.-.clicc 
.ahsnys proper. T-ach c.a',e rnnl 
depend on its own cltamutancc'. 


The above instances, a few amongst several others, certainty do not 
disclose a ease of economic growth or expansion in industry as a result of 
Intcr-company investments, loans and transfers. It is clear tlint the Inlcr- 
company investments and Transfers made through D.C.P.hf. and referred 
to in this Chapter cannot be regarded as normal and prudent 
transactions. TTicy were made in Disregard of Honest Commercin’ 
ticc to benefit Uic members of the D. J. Group and Inter R. Dalmia, 




CHAPTER VIII 


GOVERNMENT SECURITIES: UNAUTHORISED USE AND 
RETENTION OF SALE PROCEEDS 

As part of its business, D.C.P.M. used to purchase and scii shares ;>.nd 
securities for and on behalf of companies under the control of D. J. Group. 
Bharat Insurance, Bharat Bank and Dalmia Provident Fund were some of 
the parties for whom D.C.P.M. acted as agents. 

On examination of the material briefly indicJited below uc c.amc to 
the conclusion that D.C.P.M. fraudulently retained and used the sale pro- 
ceeds of Government securities of Bharat Bank, Bharat Insurance and 
Dalmia Provident Fund as shown hereunder : 

(a) Rs. 6,93,321 of Bharat Insurance Co. Ltd. from March. 1948 — 
September, 1948. 

(b) At least Rs. 63,59,671 of Bharat Bank Ltd, from 17-8-1948 
to I7-I-I949. 

(c) Rs. 1,09,03,579-11-0 of Bharat Bank Ltd., from 31-12-1946 
to at least 6-2-1947 at which dale it would appear that the 
securities of tlic face value of Rs. 65 lacs were roplcnislied. 

(d) About Rs. 2,96,852 of Dalmia Provident Fund, Dalmianapar, 
from March. 1948 to September. 1948, 

It has also been further observed that in (a), (b) and (d), above. 
D.C.P.M. fraudulently misrepresented to the said Insurance Company. 
Bank and the Trustees of the Provident Fund that it had purcirased Govern- 
ment securities on their behalf though, in fact, it had not done .so. D.C.P.M. 
used the said moneys belonging to Bliarai Insurance. Blinral Bank and 
Dalmia Provident Fund, without furnishing securities, at rates of interest 
corresponding to the interest payable on ilic government securities fnnuhi- 
Icntly said to have been purchased and thus saved payment of ti'.e much 
higher rates of interest that D.C.P.M. would have had to pay in c:i\c is 
had obtained the said amounts from other sources. 

Even otherwise. D.C.P.M. could not have obtained the amounts from 
tlic Insurance Company. Bank and Provident Fund Company outright, llw 
Insurance Company could not in any event have advanced mnnejs except 
in accordance with the provisions of Section 27A of Insurance Act. 
the bank could not wiiii propriety have advanced monies to D.C.P.M. 
without security; and the pros’ident fund could not be utilised for gr-intinp 
loan.s. 

In the absence of the books of accounts of D.C.P.M. uhich hare no; 
been made available to the Commission, the material on which the 
findings were arrived at, were set out in detail in the Statement of 
The position, briefly, is as under : — 

R. Dalmia and Shanti Prasad Jain were the directors of Bh.-r.;*, 
Insurance Co. Ltd., from 12-2-1942. and continued to be directors up to 
fvt-ipag and 4-12-1948 respectively (Ex. 606). Tl;e ether direct-'rs of 
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Bharat Insurance Co. Ltd,, together with the available dates of their 
directorship are as under (&. 606) : — 

1. J. Dalmia (at least) 1-8-1948 to 19-3-1939. 

2. R. K. Jain (at least) 1-8-1948 to 19-3-1949. 

3. I. D. Goswamy (at least) 1-8-1948 to 18-2-1950. 

D.C.P.M. was under the effective control of the D. J. Group and later 
of R. Dahnia. J. Dalmia was the Managing Director and Shanti Prasad 
Jain was the Deputy Managing Director of D.C.P.M. up to 3-11-1947 and 
1-11-1947 respectively. The directors of D.C.P.M. at the relevant time 
v/ere V. D. Agarwal, M. K, Roy, H. D, Bishnoi, Shyam Lai Agarwal and 
M. P. Modi. Shriyans Prasad Jain was the Officer-in-charge of D.C.P.M. 
at Bombay from 11-1071943 to 30-11-1949, 

D.C.P.M. was buying and selling shares and securities on behaK of the 
Bharat Insurance Co. Ltd., as also of some other associate concerns of the 
D. J, Group. Whenever D.C.P.M, sold securities on behalf of Bharat 
Insurance Co. Ltd., the sale proceeds were credited to an account called 
■“Government Securities Business Account” in the books of D.C.P.M. 
Likewise when purchases of Government Securities were made by D.C.P.M. 
the said purchase prices were debited to this account. The credit balance 
of the “Government Securities Business Account” as appearing in the 
monthly trial balance of D.C.P.M. are as follows : 


Rs. 


31- 8-48 . . 

30- 9-48 . . 

31- 10-48 .. 

30- 11-48 .. 

31- 12-48 ., 
31- 1-49 . . 
28- 2-49 . , 
31- 3-49 . . 
31- 4-49 .. 
31- 5-49 . . 
31- 7-49 . . 
30- 9-49 . . 


82,88,270 (Ex. 616/96) 
82,80,330 (Ex. 626/92) 

74.47.068 (Ex. 616/74) 
74,36,748 (Ex. 616/63) 

l;28,59,lll (Ex. 616/48) 

83.33.068 (Ex. 616/38) 
Nil 

25,17,930 (Ex. 616/26) 

25.16.185 (Ex. 616/18) 

35.16.185 (Ex. 616/13) 
35,16,185 (Ex. 616/3) 
35,16,185 (Ex. 616/1) 


,P.M., full particulars arc 


In the absence of the boolcs of account of D.C. , — , 

not available regarding the credit balance in the Government Securities 
Business Account from time to time and also about the adjustment on 
account of purchases of securities debited in this account. 

But as regards the transactions that passed through the ‘Government 
Securities Business Account’, tlie available records indicate that it was quite 
a usual practice for D.C.P.M. to effect sales to sister companies 'in advance’ 
and to ‘Cover’ such sales by purchasing long thereafter. 


Re : (a) above 

In or about March, 1948, D.C.P.M. had advised Bharat Insurance Co. 
Ltd., that 3 per cent Conversion Loan of the face value of Rs. 7 lacs, had 
been purchased; but deliver)' of these securities v/as not effected to the 
company till at least 1-9-1948 (Ex. 610/158). 

The Bharat Insurance Co. Ltd., however, accounted for this purchase 
in its books as is indicated by the fact that it was to realise the half-yearly 
interest on the securities on 15-9-1948 (Ex. 610/158). 
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Bharat Insurance Co. Lid., had instructed D.C.P.M. to purchase 
Govcmxneat Securities in or about March, 1948 against the amount vkich 
stood credited in the ‘Government Securities Business Account' and deliver 
them to the Insurance Co. (Ex. 610/158). 

On 2nd September, 1948, Shriyans Prasad Jain informed Siiital Prasad 
Jain that these securities were never purchased and that they would be 
purchased now and forwarded to Bharat Insurance Co. Ltd.* (E.r. 610/' 
157). 

In fact, these securities were purchased by tlic Bharat Bank in die 
account of D.C.P.M. for Bharat Insurance Co, by 15-9-1948, i.c., long 
after the advice in March, 1948. As result, the credit balance in tlic 
‘Government Securities Business Account’ came down from Rs. 82,80,330 
on 30-9-1948 to Rs. 74,47,068 on 31-10-1948 (Ex. 616/P. 92 and P. 74). 


From the above it is clear that D.C.P.M, retained funds of Bh.nmt 
Insurance Co. Ltd. to the extent of Rs. 6,93,321 (being the value of the 
securities, namely, 3 .per cent Conversion Loan of the face value of Rs. 7 
lacs) from March, 1948 to September, 1948. Tliis was done with a view 
to use the said moneys belonging to Bharat Insurance Co. Ltd., wiilsout 
funushing security, .at rates of interest corresponding to iJic interest pay.< 2 b!c 
on the Government Securities said to have been purchased. This s.avcd 
payment of much higher rates of interest that D.C.P.M. would have been 
obliged to pay if it had borrowed the said funds from elsewhere. 


Re : (b) above 

Similarly, the funds of Bharat Bank Ltd. to the c,xtcnt of Rs. 63.59,671 
were retained and used by D.C.P.M. from 17-8-1948 to 17-1-1949, 

R. Dalmia was the Chairman of the Bhamt Bank from its inception on 
21-9-1942- up to August. 1947. Tlicrcaftcr Shanti Prasad Iain was the 
Chairman of the Bharat Bank till at lc.asi 1950. J. Dalmi.n was .also a 
director of this bank from September, 1942 to September, 1943. Tlic other 
directors of the Bharat Bank during March, 1948 to September. 194o, 
were as below' (Ex. 606/2-3 and Ex? 846) : 


1. Shanti prawd Jain .. ... 

2. R. K. Jain 

3. V. H. Dalmia 

4. Shtiyam Pd. Jain 

5. Mflharaj Mandiiata Singliji Bahadur 

6. M. P. Modi 

7. Rfluada Brij Mohanlal 

?. V. N. Jha 

9, S. N. Bapna 

IP. Sir Liaejat IJyat Khan 


Sept. 19i: to I'ch. im 
Sept. 1942 to Teh. IS'rn 
t'>-:j to I9.S0 
19-tt to !9.<0 

1942 to 

!':43 fo I5-7.|?4.« 
!94rvto 

1943 to l>44r, 

1941 to tOfO 
!942 to S-T-lOts 
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On the same day, i.e., 17-8-1948, D.C.P.M. Bombay advised the 
Bharat Bank, Bombay that 3 per cent 1953 — 55 loan of the face value of 
Rs. 72 lacs was sold to it for Rs. 73,98,000 (Ex. 637/142). 

D.C.P.M. gave a receipt to Bharat Bank for Rs. 74,11,200, bcins the 
cost of 3 per cent 1953 — 55 loan for Rs. 72 lacs at Rs; 102-12-0 with interest 
till date' from 15-7-1948. This receipt was dated 17-8-1948 and was sign- 
ed by the Manager, D.C.P.M. (Ex. 637/144). 

Note : It follows that the half yearly interest on these Securities sold to 
Bharat Bank was to fall due on 14th July, and 14th Januarj’. 

The receipt mentioned that “The Securities will be delivered in exchange 
-of this receipt duly discharged when ready”. (Ex. '637/144). On the 
strengA of the advice and receipt referred to above entries must have been 
made in the books of the Bharat Bank Ltd. showing the purchase of 3 per 
cent 1953 — 55 loan of the face value of PvS. 72 lacs, because the Bharat 
Bank Ltd. later on received the half-yearly interest on at least 62 lacs of 
•this loan which fell due on 14-1-1949, as will be seen hereafter. 

The simultaneous purchase and sale of securities worth Rs. 75 laes and 
Rs. 72 lacs indicate that the sale of securities of the Bharat Bank was 
against the earlier purchase from it the sale proceeds of \^ich were credited 
to the Government Securities Business Account in D.C.P.M. books (Ex. 
637/141 and 610/120). This sale to the Bharat Bank was, therefore, debi- 
•table in this account. 

But the monthly credit balances in the “Government Securities Business 
Account” do not indicate any such debit for such a large amount till at 
least December, 1948. 

In fact, the securities of the value of Rs, 62 lacs do not appear to have 
been purchased by D.C.P.M. at any rate till January 1949 and hence 
D.C.P.M. could not have delivered these securities to the Bharat Bank (Ex. 
637/143 and 625). The advice dated 17-8-1948 by D.C.P.M. to Bharat 
Bank Ltd. is, therefore, fraudulent. 

Tlie credit balance in the “Government Securities Business Account” was 
brought down to Rs. 74,47,068 (Ex. 616/74) as on 31-10-1948 became 
in or about September, October, 1948, D:C.P.M, purchased 3% Conversion 
Loan of the face value of Rs. 7 lacs on behalf of Bharat Insurance Co. Ltd. 
(Ex. 610). 

The credit balance of “Government Securities Business Account” 
increased to Rs. 1,28,59,111 as on 31-12-48 (Ex. 616/48); details of this 
increase are not available. 

Note : (a) The inference is that some more Government Securities of Bharat 
Bank Ltd., were sold by D.C.P.M. 

(b) It also follows that the sale proceeds of the securities of the 
Bharat Bank Ltd., were with held and used by D.C.P.M. till 
about the end of January- 1949 when D.C.P.M. bought Rs. 62 
lacs of Government Securities. ■ 

Securities of the face value of Rs. 62 lacs were purchased by D.C.P.M. 
ilirough the Punjab National Bank as below in January 1949. These were 
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3% 1953-55 loans and the transactions were made throng brokers Messrs. 
Narain Das & Co. (Ex. 625/182). 

• Rs, Rs. 

(Ex. 625/1) 25-1-49 Face value .. 4,00,000 4,11,604-4-4 (Ex. 851/40) 

(Ex. 625/1) 17-1-49 Face value — . 10,00,000 20,57,104-4-4 (Ex. .851/41) 

(Ex. 626/2) 26-1-49 Face value .. 7,00,000 7,13,128-13-8 (Ex. 851/42) 

(Ex. 625/1) 24-1-49 Face value .. 11,00,000 11,20,504,11-0 (Ex. 851/43) 

19-1-49 Face value „ 20,00,000 20,57,333- 8-8 (Ex. 851/44) 

62,00,000 63,59,675-10-0 

The interest paid on the above purchases, though made during 17-1-49 
to 26-1-49, included the interest due on the securities on 14-1-49 and 
accrued interest thereafter (Ex. 851/52). 

The balance of the “Government Securities Business Account” as on 
31 - 1-49 was brought down by Rs. 45,26,043, which represents the cost of 
the 1953 — 55 loan of the face value of Rs. 44 lacs out of Rs. 62 lacs pur- 
chased in January 1949 (Ex. 616/38), 

The cost of the remaining Government Securities of the face value of 
Rs. 18 lacs viz., 18,33,632 was adjusted in February 1949. This reduced 
the balance of the “Government Securities Business Account” to 
Rs. 64,99,436 as an 28-2-49 (Ex. 851/49 & 50). 

The aforesaid purchases of the 3% 1^953-55 loan worth Rs. 62 lakhs 
were debited in the “Government Securities Business Account” and finally 
delivered to the Bharat Bank Ltd. (Ex. 610/85 a, 86 a, 89 a) since the half 
yearly interest due on these papers on 14-1-49 though realised by D.C.P.M. 
was later on refunded by it to the Bank. 

The credit balance in “Government Securities Business Account” on 
28-2-49 was transferred to Ashoka Marketing Co. Ltd. on the same date 
thus reducing the balance to Nil on that date (Ex. 610/84A). 

The Nil balance as on 28-2-49 was manipulated for window dressing the 
balance sheet of D.C.P.M. as on 28-2-49 (Ex. 610/84A). 

On or about 3rd March 1949, Shital Prasad Jain advised Shriyans Prasad 
Jain to transfer the cost of 3% 1953-55 loan of the face value of Rs. 62 
lacs as on 28-2-49 to Ashoka Marketing Co, Ltd., Bombay purporting to 
show that these securities were purchased as on the said date through 
Ashoka Marketing Co, Ltd., Bombay (Ex. 610/84A). 

Between 3rd and 5th March 1949 Ashoka Marketing Co, Ltd., advised 
the Bharat Bank to take delivery of Government Securities of the face value 
of Rs. 62 lacs from 

Rs. lacs 


Harkishandass Lukhmidass .. 20 Ex. 610/85A. 86& 

Narayandass & Sons - 42 

Total . . 62 


- purchased in the account of and delivered 

to the Bharat Bank by D.C.P.M. throu^ Ashoka Marketing Co, Ltd, 
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Interest due on 14-1-49 on Rs. 62 lacs 3% loan purcliased by D.C.P.M. 
in January, 1949 was realised by it through the Punjab National Bank and 
credited in “Government Securities Business Account” (Ex. 851/67, 68, 69). 

This interest was payable to the Bharat Bank. But as D.C.P.M. had no 
funds in its account with the Bharat Bank, the funds required for the pay- 
ment were arranged by D.C.P.M. throujgh Ashoka Marketing Co. Ltd. 
(Ex. 610/93,. 94, 98). • 

On 9th March, 1949, Ashoka Marketing Co. Ltd., advised the Manager, 
Bharat Bank Ltd., Fort, Bombay (Ex. 610/80A) to debit its account with 
the amount of interest on Government securities of the face value of Rs. 62 
lacs. Accordingly the bank, on 9th March 1949, confirmed that a sum of 
Rs. 93,405 as detailed below had been debited in the account of Ashoka 
Marketing Co. Ltd. 

Rs 

(0 For 6 months from 15-7-48 to 14 - 1-49 93,000') 

Ex. 851/70 

(ji) Interest on the amount of Rs. 93,000 from 15-1-49 to 405 j 

9-3-49. 


Total 93,405 


Ashoka Marketing Co. Ltd., in its books debited the above interest pay- 
ment in the account of D.C.P.M. by crediting the Bharat Bank. Correspond- 
ingly D.C.P.M. debited this payment in its “Government -Securities Business 
Account” by crediting Ashoka Marketing Co. Ltd. (Ex. 610/98 and 86). 

Thus both the purchases of the loans of the face value of Rs. 62 lakhs 
each in January 1949 (Ex. 851/40-44) and again in March 1949 (Ex. 
610/84A) were made by D.C.P.M. in the accounts of the Bharat Bank 
(Ex. 610/94) so as to wipe out the entire credit balance in the “Govern- 
ment Securities Business Account” as on 28-2-49. Tlie credit balance in 
this account at least to the extent of the total purchase price of the said two 
loans represented the proceeds of Government Securities of the Bharat Bank. 

It is clear from the above that even if the purchase of the loan of Rs. 62 
lacs for Rs. 63,59,671 in January 1949 (Ex. 625) was made by D.C.P.M. 
to cover the advance sale of 3% 1953-55 Conversion Loan for Bharat Bank 
as advised to it on 17-8-48, D.C.P.M. actually retained and used the sale 
proceed of the Government Securities of the Bharat Bank to the extent of 
the aforesaid amount of Rs. 63,59,671, at any rate for the period from 
17-8-48 to 17-1-49 Nvitliout any authority from the Bharat Bank for retain- 
ing such amount for such a period. 

Re (c) above 

D.C.P.M. retained and used tlie sale proceeds of Government Securities 
to the c.xtcnt of Rs. 1,09,03,579-11-0 of Bharat Bank Ltd., from 31-12-46 
to at east 6-2-47 on which date the securities of the face value of Rs. 65 
lacs were replenished as under (Ex. 493/502 & 875). 

The D. J. Group through D.C.P.M., sometime in October 1946, acquired 
control of the two textile mills, S.S.B. Mills Ltd. and M.D.M. Co. Ltd., 
from the Prowdent Investment Co. Ltd., for Rs. 3,68,50,042. In order to 
meet this heavy liabilit}' D.C.P.M. took an overdraft from the Bharat Bank, 
Bombay. As on 18-10-46 the amount of the overdraft was Rs. 1,61,63.293 
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<Ex. 493). Immediately after the control of S.S.B. Mills and M.D.M. Co, 
was acquired, S.S.B. Mills and M.D.M. Co. borrowed Rs. 52 lacs and Rs. 28 
lacs respectively from the Bharat Bank Ltd., Bombay on or about 22-10-46 
against the security of finished goods and stores of die mills (Ex. 875/81). - 

On 22-10-46 this amount of Rs. 80 lacs was advanced by both &e 
mills to D.C.P.M. and deposited in cash in the account of D.C.P.M. with 
the Bharat Bank Ltd., Bombay (Ex. 875/81 and Ex. 493/41). 

On 31-12-46 D.C.P.M. sold Government securities of Bharat Bank Ltd., 
of the face value of Pis. 105 lacs, for Rs. 1,09,03,579-11-0 (Ex. 875/81). 
The sale proceeds were deposited in the account of D.C.P.M. with the 
Bharat Bank, Bombay as follows (Ex, 493/608, 875/62). 


Nature of Loan 


Face value 
(in lacs) 
Rs.- 

Amount 

Rs. A. P. 

3% 1963—65 


» , 

30 

31,08,109 6 ' 0 

3% 1966-68 


* , 

42 

43,65,790 10 0 

3% 1970—75 

.. 


33 

34,29,679 11 0 

Total 

•• 

104 

1,09,03,579 11 0 


This transaction was made under the instructions of R. Dahnia who was 
then the Chairman of Bharat Bank Ltd., (Ex. 875/61 & 606). At that 
time Shanti Prasad Jain was one of the Directors of the Bharat Bank Ltd. 
(Ex. 606), Out of the sale proceeds of the above government securities 
D.C.P.M. repaid the loan of Rs, 80 lacs to S.S.B. & M.D.M. Co. Ltd. 

S.S.B, & M.D.M. Co. Ltd. in their turn paid this money back to the 
Bharat Bank, Ltd., Bombay and cleared their overdraft. The overall effect 
of this transaction was that the loan of Rs. 80 lacs taken by S.S.B. and 
M.D.M. Co. from the Bharat Bank Ltd., \vas repaid out of the sale proceeds 
■of the Government securities belonging to the Bharat Bank. 

Although the sale proceeds were credited to the account of D.C.P.M. 
with the Bharat Bank Ltd., Bombay on 31st December, 1946, this amount 
was treated as a loan to D,C,P.M. with effect from 10th January 1947. 
(Ex. 875/61). In the circumstances, D.C.P.M. had mauthorhed use of the 
sale proceeds amounting Rs. 109 lacs from 31-12-46 to 10-1-47. There- 
after, up to at least 6-2-47, it was treated as a loan. But for the common 
control by the D. J. Group over the Bharat. Bank Ltd: and D.C.P.M. ^is 
would not have been possible. Securities to the extent of Rs. 65 lacs were 
thereafter rcpiem’shed by D.C.P.M. on or about 6-2-47 (Ex. 875/57). 

Re (d) above,, 

Ihc employees of the D. J. Group concerns as subscribers to the provi- 
dent fund were the beneficiaries of the Dalmia Prowdent Fund, Dalmianagar. 

^ Trustee of this fund in September 1948 
(Ex. 610/154). The otlier trustee was H. D, Bishnoi (Ex. 878/92). 

The following were the officials of the Fund : 

Burman Sccrctiry (Ex. ?77/fi2) 

(ii) M. Singhani.i Accountant (Ex. 876/5!) 
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The Government securities of the face value of Rs. 3 lacs were 
purchased by D.C.P.M. in the account of Dalmia Provident Fund along 
with securities worth 7 lacs purchased for Bharat Insurance Co. Ltd., in ' 
September 1948 (Ex. 610/157-158). 

The purchase of the aforesaid securities worth Rs. 2 lacs in the account, 
of the Provident Fund was advised in advance in or about March 1948. 
The Securities were however actually purchased later on and delivered to 
the Trustees in circumstances similar to those in the case of sale of securi- 
ties by D.C.P.M. worth Rs. 7 lacs, to Bharat Insurance Company. The 
relevant entries for this purchase of Government Securities were also raised, 
in the “Government Securities Business Account” in the same maimer as in. 
the case of the entries for the other ‘loan’ of Rs. 7 lacs for Bharat Insurance,, 
with which we have just dealt. 

Shanti Prasad Jaint dealt at length in his written statement with the 
general position in respect of business in Government Securities and 
asserted that D.C.P.M. acted according to the general principles of such 
trade. He has also stated that D.C.P.M. ’s business in respect of Govern- 
ment Securities was not confind to Bharat Insurance Co. Ltd., Bharat Bank 
Ltd., and Dalmia Provident Fund alone but it was also transacted on its. 
own behalf and on behalf of other companies. As Shanti Prasad Jain 
ceased to be a director of D.C.P.M. from November, 1947, he contended 
that he was not directly connected with any of the transactions. He 
i^nentioned that even during his tenure of office as a director of D.C.P.M.,. 
It was not the practice to bring to the notice of the directors all the transac- 
tions which w'ere entered into by D.C.P.M. in the normal course of its 
business. He denied that up to 31st May 1948, D.C.P.M. ever fraudulently 
retained and used the sale proceeds of the Government Securities. 

J. Dalmia replied along the same lines. 

Shriyans Prasad Jain, in his .written statement, stated that the dealings 
and transactions in Government Securities between D.C.P.M. and Bharat 
Bank Ltd., and Bharat Insurance Co. Ltd., and Dalmia Provident Fund 
were made between the parties concerned direct and he had no concern 
wlffi them. He only attended when any reference was made to him in the 
matter. He furtlier stated that he ceased to be a director of Bharat 
Insurance Co. Ltd., from 3 1st December 1947 and that so far as the invest- 
ment in the Government securities and the sale thereof by Bharat Bank 
Ltd., and Bharat Insurance Co. Ltd., were concerned, the same were done 
by the officers oftthe company in the normal course and that he had no 
connection whatsoever with the Dalmia Provident Fund. 

He also stated that D.C.P.M. dealt in Government Securities on its own 
account as also on behalf of its customers and its transactions with its 
customers were as principal to principal. He stated that a dealer in' 
Government Securities, when he is asked to make a purchase by any 
customer, docs not necessarily make a purchase in the market but may him- 
self sell to the customer cither against his own stock or may cover the same 
later on and take the risk of fluctuadon in the market and the customer 
makes payment to the dealer either against delivery of Government 
Securities or in advance and in the latter case, he becomes entitled to interest 
from the date of payment and there is no loss to the customer. He said 
that it depends upon the relation between the dealer and the customer. He 
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.-said that D.C.P.M. dealt in Government Securities not only on account of 
Sharat Insurance Co. Ltd., or Bharat Bank Ltd., but also on account of 
-other parties and also on its own account. 

He further stated that the account called ‘Government Securities 
Business Account’ was not the account of the sale and purchase of the 
Government Securities on behalf of Bharat Bank Ltd., and Bharat 
Insurance Co. Ltd., and ‘other associate concerns’ but it was the account 
of D.C.P.M. and all its dealinp in Government Securities either on its own 
account or on account of its customers. . In the absence of books of 
account of D.C.P.M. he stated that he is unable to admit or deny the 
■correctness of the facts mentioned in para 7 and 8 and therefore does not 
admit the same. 

Counsel for Shanti Prasad Jain, contended that Shanti Prasad Jain was 
not concerned with the deal in Government Securities of Bharat Insurance 
from March 1948 to September 1948 and of the Bharat Bank Ltd., from 
17-8-48 to 17-1-49. 

As regards Dalmia Provident Fund, counsel contended lliat tliough 
Shanti Prasad Jain was a trustee of the Provident Fund he did not personally 
nttend to the purchase and sale of securities. 

As regards the security business of the Bharat Bank from 31-12-46 to 
6-2-47, he contended that though the transaction took place outside his 
personal knowledge, it would be only a case of unauthorised use of funds 
for a few days instead of fraudulent retention of the funds as alleged in the 
Statement of Matters. According to the Counsel for Shanti Prasad Jain;- 
D.C.P.M. was acting as a broker for Government Securities not only for 
these banks but also for other companies and sometimes clients made pay- 
ments in advance against “trust” receipts and interest was paid from the 
date of the said receipts. 

All we need is say it is very rare for banks and Insurance companies to 
advance moneys in the first instance for purchase of Government Securities 
and then allow the broker to buy them after sometime thereby allowing 
the broker the use of the funds till such time as the actual purchase is 
made. Trust receipts arc generally issued by brokers only for a very short 
period and that too in exceptional circumstances. 

It may also be pointed out here that the material on which the conclu- 
sions were reached in respect of the four instances dealt with above and 
were set out in the Statement of Matters in detail, were not refuted or dis- 
puted by any of the persons concerned or by their counsel. Counsel 
for Shanti Prasad Jain, however, in the course of arguments, conceded 
that in respect of the third instance, there could have been an. unauthorised 
use of funds of Bharat Bank Ltd., for a short period but he said that no 
fraud was committed by any one. 

As already stated, R. Dalmia was the Chairman of the Bharat Bank 
up to August 1947. Thereafter Shanti Prasad Jain was tlic Chairman of the 
Bharat Bank till at least 1950. J, Dalmia was also a Director of the 
Bharat Bank from September, 1942 to September 1943. 

Shanti Prasad Jain were Directors of Bharat Insurance 
from 1942 to 1948. J, Dalmia was a Director from 1-8-48 to 19-3-1949. 



546 


Shanti Prasad Jain was a Trustee of Dalmia Provident Fund in 
September 1948. The other trustee was H. D, Bishnoi, 

■ Shanti Prasad Jain and J. Dalmia ceased to be Directors of D.C.P.M. 
from November 1947. 

It will be seen from the particulars stated above that it was possible for 
D.C.P.M. umuthorisedly to retain and make use of the funds of the 
Bharat Bank, Bharat Insurance and Dalmia Provident Fund because of the 
control tliat the members of the D. J. Group exercised over the said Bank, 
Insurance Co. and Provident Fund. Even if Shanti Prasad Jain and 
J. Dalmia were not Directors of D.C.P.M. at the time of transactions in 
(a), (b) and (d) above, the use of funds was possible only because of the 
control of the Group, throu^ one or more of them, over all other 
companies. D.C.P.M. was able to retain and use the funds which were 
intended for purchase of Government securities, for its own purpos^, 
because of the influence and control exercised by Shanti Prasad Jain, 
J. Dalmia and R. Dalmia, over the Bank, Insurance Company and Dalmia 
Provident Fund, either directly or indirectly. As such all three of them 
must be held responsible for the unauthorised retention and use of Funds 
of the Insurance company. Bank and the Provident Fund by D.C.P.M. 


CHAPTER IX 


NAHUR LAND 


Another instance of the pattern of misuse of funds of a Public limited 
company by R. Dalmia for his own benefit or for the benefit of his concern, 
is to be seen in the transfer of certain undeveloped land at Nahur by 
D.C.P.M, to Bharat Insurance Co. Ltd. As stated earlier D.C.P.M. was 
a company under the control of R. Dalmia in which, during the material 
period, R. Dalmia held beneficially practically all the shares. Bharat 
Insurance Co. Ltd. was, on the other hand, a public limited company in 
which the investing public and policy holders were interested. But during 
the shareholders and policy holders of Bharat Insurance Co. Ltd. 

D.C.P.M. was indebted to Bharat Insurance Co. Ltd., to the extent of 
Rs. 29 lacs in or about December 1950. Towards repayment of this 
amount more than 5 lacs square yards of undeveloped land at Nahur, 
purchased by D.C.P.M. a few years back at Rs. 2-4-0 per sq. yd. was 
transferred to Bharat Insurance Co Ltd., at Rs. 8 per sq. yd. Thus on 
this deal, D.C.P.M. made a profit of Rs. 21,19,586-10-0 at the expense of 
the shareholders and policy holders of Bharat Insurance Co. Ltd. 

The object of this fraudulent and collusive transaction was : 

(i) to confer a benefit on D.C.P.M. and ultimately on R. Dalmia; 
and 

(ii) to wipe off the indebtedness of D.C.P.M. to the Bharat 
Insurance Co. Ltd., which at the time of the sale of the Nahur 
Land stood at Rs. 29 lacs. 

The Nahur Land which had cost D.C.P.M. Rs. 11,40,077-6-0 was sold 
for Rs. 40,19,664-0-0 thus giving a profit to D.C.P.M. almost equal to 
its indebtedness to Bharat Insurance O). Ltd., of Rs, 29 lacs. 

How this was done is briefly indicated below — 

D.C.P.M. purchased the land in Nahur village, Thana District, near 
Bombay. The total cost of this land in the hands of D,C.P.M, amounted to 
Rs. 11,40,077-6-0 (Ex. 608/51) as under; 


1946-47 


February 25 To cost of 32,912 sq. yds. at Rs. 2-4-0 Shank.ar Datta 
Jagdishchandra, Nahur Dist. Thana. 

February 28 To costpf 64,586 sq. yds. at Rs. 2 Bhuta Narsingh ) 
Mansinghi, Ntihur, Dist. Thana. ! 

February 28 To cost of 7.9254 sq. yds. at Rs. 1-12-9 Bhuta Narsingh I 
^^ansinghi, Nahur, District Thana. j 

February 28 To cost of 1 1,945 sq. yds. at Rs. 2-2-0 B. F. Mehta, Nahur, 
Dist. Thana. 

February 28 To cost of 25,984 sq. yds. .at Rs. l-KM) K. R. Patel and 
others. 

February 28 To amount transferred from land purchase account 
(expenses). 


Rs. 

74,052 0 0 

1,43,581 10 0 
24,426 14 0 
42,225 3 6 
2,94,385 12 2 
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1947-48 
May 23 

June 5 


Re. 


paid. 


To cost of 25,440 4 sq. yds. at Rs. 2-2-0 'per sq. yd, 
lying to the debit of Goria Patel now transferred. 
September 19 To amount paid to Motichand Devidas and Jetha 
Shankar against purchase of 259,160 sq. yds. land 
now transferred. 

To cost of 189,712 sq. yds. land from saroff .. 

To cost of 257i sq. yds. from R. H. Marwari 
To transfer of expenses from Revenue Ledger Account 


February 28 
February 28 
February 19 
1948-49 
October 23 


To payments of mr. G. R. Agarwal’s bill for brokerage 

Total 


1 39 

14 

6- 

54,060 

8 

6. 

5,78,320 

0 

0 

80,101 

0 

0 

89,994 

0 

0 

8,23,947 

3 

10 

21,744 

6 

0. 

■ 11,40,077 

6 

0 


The value of tlie land as shown in the balance sheets of D.C.P.M. was- 
as follows : 


In the Balance Sheet of D.C.P.M. 

(a) As on 28-2-47 (Ex. 406/7) 

Land •„ «m ^ . . 

(b) As on 29-2-48 (Ex. 461/5) 

Land at cost as per last balance sheet 
Building at cost as per last balance sheet 


Additions during the year 


Less : Depreciation written off as per last 
balance sheet. 

(c) As on 28-2-49 (Ex. 497/5) 

Land and Buildings (at cost) as per last 
balance sheet. 

Land 

Building 

Additions during the year 

Rs. 

Land at Bombay .. 21,744 6 0 

Building 2,06,836 13 6 


(d) As on 28-2-50 (Ex. 237/5) 

Land and Building (at cost) as per last balance 
sheet. 

Land 

Buildings 

(e) As on 28-2-51 (Ex. 238/5) 

Land & Building (at cost) as per last balance 
sheet. 

Land 

Buildings 


Additions during the year 


Rs. 


2,94,385 12 2 
7,64,799 9 0 


10,59,175 

5 

2 

11,87,447 

3 

10 

22,46,622 

9 

0 

82,210 

13 

4 


11,18,333 

0 

0 

11,28,289 

9 

0 

22,46,622 

9 

0 


2,28,581 

3 

6 

11,40,077 

6 

0 

9,09,409 

1 

3 

11,40,077 

6 

0 

6,39,271 

14 

0 


17,79,349 4 0 

87,033 5 0 


Rs. 

2,94,385 12 2: 


21,64,411 II 8: 


24,75,203 12 


20,49,486 7 3 


18,56.382 9 0 

Less : Sales and adjustments during the year Rs. 

Rs. 

Building sold .. .. 7,23,004 11 0 

Land sold II ,40,077 6 0 

Cost of unsold stamp 3,300 80 

paper for building. — — 18,66,382 9 0 


Nil' 
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In or about December 1950, D.C.P.M. agreed to sell to Bharat 
, Insurance Co, Ltd., 455,366,75 sq. yds. out of the total area of 502,;«8 
sq. yds. at the rate of Rs. 8 per sq. yd., for Rs. 36,42,934 (Ex. 8470 • The 
purchase of the land was approved on 16th December 1950 at mectmg of 
Bharat Insurance Company Limited, at which were present R. Dalmia, 
K. L. Agarwal and R. L. Chordia, directors of the company (Ex. 882). 
R. L, Chordia is a brother-in-law of R. Dalmia. He was also the 
•Managing Director of Bharat Insurance Co. Ltd., K. L. Agarwal was a 
director on behalf of the policy holders and was connected with the concerns 
of R. Dalmia. 


In or about December 1950, a sum of Rs. 29 lacs was due by D.C.P.M. 
to Bharat Insurance Co. Ltd. (Ex. 847). This amount of Rs. 29 lacs was 
adjusted against the price of Rs. 36,42,934 pa 5 'able by Bharat Insurance 
Co. Ltd., to D.C.P.M. (Ex. 847). On 30th Deccniber 1950 an agreement 
to seU 455,366.75 sq. yds. of Nahur Land at Rs. 8 per sq. yd. by D.C.P.M. 
to Bharat Insurance Co. Ltd. was executed (Ex. 882 and Ex. 847). Under 
tliis agreement, Bharat Insurance Co. Ltd., w'as given the option of 
purchasing the balance of the lands, measuring 47,091.25 sq. yds. at the 
same rate, provided the option was exercised on or before 7th February', 
1951 (Ex. 847 and Ex. 882). 


Qause 4 of the Agreement stated that the land in Nahur Village was 
one sin^e continuous piece suitable for a compact colony and that it was 
to be developed by D.C.P.M, at its own cost into good condition for a resi- 
dential colony and that it was to be suitably laid out in plots for tlic 
purpose. Bharat Insurance Co. was, however, to have tlic option itself to- 
get the land directly developed and laid out and to recover the cost incurred 
for this from D.C.P.M. (Ex. 847). 


Under Clause 7 of the Agreement D.C.P.M. undertook, if so desired by 
Bharat Insurance Co, Ltd., to arrange for tlie lease of the land agreed to 
be purchased at a rent yielding not less than 4 per cent of the amount 
invested. (Ex. 847), 

In the recital of the agreement reference was made to tlic property at 
Haines Road, Mahalaxmi, which was in no way connected at that time 
with the sale of the Nahur Land. Actually the Haines Road property 
belonged to S.S.B. Mills Ltd. at that time (Ex. 847), Subsequently, the 
property at Haines Road, Mahalaxmi was also transferred to Bharat 
Insurance Co. Ltd. This shows that gt the time of the sale of the Nahur 
Land, the sale of Haines Road property was also under contemplation. 
(Ex. 847). 

On 31st January, 1951 Bharat Insurance Co. Ltd., was made to 
exercise the option of buying the remaining land, viz., 47,091.25 sq. yds. 
at the rate of Rs. 8 per sq. yd. for a sum of Rs. 3,76,730 (Ex. 847). This 
wa.s decided by the following directors of Bharat Insurance Co. Ltd, at 
their meeting held on 31st January’, 1951 (Ex. 847). 

1. K. L. Agarwal. 

2. R. L. Chordia. 

3. M. K. Roy. 

All the above persons were closely connected w'itli R. Dalmia. 
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The total value of the Nahur Land purchased by Bharat Insurance 
Co. Ltd., (502,458 sq. yds.) came to Rs. 40,19,664 (Ex. 847). A sum 
of Rs. 11,19,664 (Rs. 40,19,664 minus Rs. 29,00,000) was paid by 
Bharat Insurance Co. Ltd., in or about March, 1951 (Ex. 847). D.C.P.M. 
thus made a profit of Rs. 28,79,566-10-0 on the sale of the Nahur Land 
to Bharat Insurance Co. Ltd., (Rs. 40,19,664 minus Rs. 11,40,077-6-0) 
(Ex. 847). ^ 

After the execution of the ‘Conversance Deed’ on 19th March (1951) 
Bharat Insurance Co. Ltd. found that land measuring about 30,000 sq. yds. 
could not be used for non-a^cultural purposes and that the time limit 
allowed for the purpose of putting up a colony was only up to 31st January, 
1952 (Ex. 847). Also, on measuring the land a deficiency of 7,305T sq. 
yds. was found (Ex. 847). Bharat Insurance Co. Ltd. therefore claimed 
compensation in respect of the above deficiencies (Ex. 847). At the same 
time Bharat Insurance Co. Ltd. also got the land at Nahur valued by a 
firm of valuers, Messrs. K. R. Irani & Co. (Ex. 847). These valuers gave 
their valuation report in or about September 1951 to Bharat Insurance. Co. 
Ltd. According to the report the value of the Nahur Land measuring 
495,159.05 sq. yds. came to only Rs. 24,52,000 (Ex. 847). Bharat 
Insurance Co. Ltd. had paid for this very land Rs. 40,19,644. Thus Bharat 
Insurance Co. Ltd. had paid an excess amount of Rs. 15,67,664 (Ex. 847). 

Towards the claim of Bharat Insurance Co. Ltd., D.C.P.M, transferred 
die land in, Haines Road, Malialaxmi, Bombay, valued by Messrs. K, R. 
Irani & Co. at Rs. 16,60,000 belonging to S.S.B, Mills Ltd., to Bharat 
Insurance Co. Ltd. (Ex. 847). In addition to the Haines Road lanes, 
D.C.P.M. also offered open land and 6 houses in Ghaziabad to Bharat 
Insurance Co. Ltd., towards the above compensation (Ex. 847). At the 
Directors meeting held on 29th September 1951, the land at Haines Road,’ 
Bombay, and the open land and 6 houses at Ghaziabad were accepted by 
Bharat Insurance Co. Ltd., towards its claim for the excess payment of tlic 
Nahur Land (Ex. 847). This meeting was attended by R. Dalmia, K. L. 
Agarwal and R. L. Chordia (Ex. 847). 

As a result of the transfer of the Ghaziabad property, it was possible 
to effect the registration outside Bombay and it was so registered. 

One of the conditions of the ‘Conveyance’ was that if the rights conveyed 
arc, in whole or in part, lost to die purchaser on account of any defect 
found in the right, title and interest of D.C.P.M., D.C.P.M. will fiilly com- 
pensate Bharat Insurance Co. Ltd^ for all consequential losses, damages and 
costs. But .this condition became ineffective because D.C.P.M. went into 
liquidation in Februar>% 1953 and was dissolved in April 1953 (Ex. 847, 
Ex. 225/1 and Ex. 233/1 and 2). 

In the agreement dated 30th December, 1950, there was a condition 
that D.C.P.M. would arrange for the lease of the properties at a rental 
yielding not less tlian 4% of the amount invested for a period of 7 years, 
if so desired by Bharat Insurance Co. Ltd. (Ex. 882 and Ex. 847). 

The investment of Bharat Insurance Co, Ltd. in the Nahur land was 
’'Rs. 40,19,664 (Ex. 847). D.C.P.M. arranged die lease of the land with 
Bennett Coleman & Co. Ltd. at Rs. 24,000 per month up to 31st December, 
1951 and at Rs. 16,000 per month afterwards (Ex, 847). 

Bennett Coleman ,& Co. Ltd. was also under the effective control of 
R. Dalmia at &at time (Ex. 600). 
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In the profit- and loss account of D.C.P.M. for the year* ended 28th 
February, 1951, an item of Rs. 21,20,581-15-6 appears on the credit side 
as “appreciation on sale of land and building” (Ex. 497 & 238/4). 
araount consisted of two items, viz., Rs. 21,19,586-10-0 as appitjciation 
on the sale of land and Rs. 995-8-0 as appreciadon on the sale of buildings. 

The amount of Rs. 21,19,586-10-0 was arrived at as follows (Ex. 497) : 

Rs. 

Received from Bharat Insurance Co. Ltd. for the sale of Nahur land 40,19,664 0 0 
iexf : Cost of the Jand as per balance .sheet 11,40,077 6 0 


(The profit on sale of Nahur Land utilised to wipe out the 28,79,586 10 0 
indebtedness ofD.C.M.P, to Bharat Insurance Co. Ltd., amount- 
ing Rs. 29 lacs). 

Less : Value at which the Haines Road property was transferred to 
Bharat Insurance Co. Ltd,, towards its claim against the sale 


"ofNahurLand 16,60,000 

Less: Profit on sale of Haines Road property on 2-10-51 9,00,000 

7,60,000 0 0 

Net profit on the sale of Nahur Land .. 21,19,856 10 0 


As stated, earlier, the investing public and Policy holders held a large 
number of shares in Bharat Insurance Co. Ltd. whereas in D.C.P.M., the 
D. J. Group and later R, Dalmia held nearly all the shares. 

The immediate parties to the collusion and fraud were tlie following 
directors of D.C.P.M., namely, V. D. Agarwala, M. K. Roy, H. D. Bishnoi, 
P. S. Patke, S. R. Srivastava; also the following directors of Bharat Insur- 
ance Co. Ltd., . namely, R. Dalmia, K, L. Agarwal, R. L. Chordia and 
-M. K. R<^. But the person who was really responsible for tliis fraud was 
R. Dalmia as he had control over both Bharat Insurance Co. iRd. and’ 
D.C.P.M. 





CHAPTER X 


PAYMENT OF RS. 7 LACS COMPENSATION TO SHRIYANS 

PRASAD JAIN 

We now come to another fraud in which Rs. 7 lacs was paid as com- 
pensation to Shriyans Prasad Jain, the elder brother of Shanti Prasad Jain, 
for the “premature termination” of his services to D.C.P.M. 

- The objects were, 

(a) to benefit Shriyans Prasad Jain; and 

(b) to act as a colourable device to evade income-tax on the Rs. 7 
lacs in the hands of Shriyans Prasad Jain. 

The payment was fraudulent because, 

(1) the appointment of Shriyans Prasad Jain was not approved by 
any resolution of the Board of Directors of D.C.P.M, althouglr 
he was said to have been appointed for a definite term of 25 
years commencing from the 1st of April, 1943 at a salary of 
Rs. 4,000 a month free of income-tax, and was to be paid 
compensation at the rate of Rs. 4,000 a month for every month 
of the unexpired term of his engagement in the event of a 
breach; 

(2) the letter of appointment that purports to be dated 11th 
October 1943 and which purports to contain the terms and 

- conditions of the appointment was ante-dated; 

(3) the fact that the impugned letter bears no serial number; 

(4) no formal agreement was executed by D.C.P.M. in favour of 
Shriyans Prasad Jain; 

(5) the fact that the letter of appointment dated 11-10-1943 and 
that of the letter of termination dated 7-2-1950 althougli seen 
by the Inspector and initialled by him for identification, were 
destroyed and its duplicates which were sent to Shriyans Prasad 
have not been produced; 

(6) the fact that these two letters were destroyed in the face of 
definite instructions not to destroy tliem. 

The payment was also in disregard of honest commercial practice. 

We will now set out the facts. 

A sum of Rs. 7 lacs was paid by D.C.P.M. to Shriyans Prasad Jain 
by way of compensation for the breach caused by termination of his scrv'iccs 
Nvith effect from 30th November, 1949. D.C.P.M. did not declare dividend 
on its ordinary shares from 1941 onwards and on Preference shares from 
1943 onwards although it thought fit to pay a compensation of Rs. 7 lacs 
to Shrij'ans Prasad Jain. Wc have already seen that this very' company, 
namely, D.C.P.M., received Rs. 46,90,000 as compensation for the termi- 
nation of the selling agency agreements with the two mill companies, S. S. R. 
Mills Ltd., and M. Dr M. Co. Ltd., resulting from the breach caused by the 
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sale of the undertaking of the mill companies in or about July 1950. Also 
another two companies, B.U.A. Ltd., and V. V. Ltd., in which R, Dalmia 
as the pie beneficiary, received compensation of Rs. 1,19,90,000 for 
the termination of the managing agency agreements from the same breach 
caused by the sale of the undertaking of the mill companies. 

In the case of D.D.C. Ltd., another company whose affairs have been 
investi^ted into by the Commission, there was a similar termination of 
managing ^ency agreement and compensation of Rs. 6 lacs was paid to 
Dalmia Jain (Jind State) Ltd., Managing Agents, towards the end of 
1952. 

We will now examine the facts of this particular case, namely, payment 
of Rs. 7 lacs as compensation to Shriyans Prasad Jain for termination of 
his services. 

By an Order No. F. 2(14)/52-Dev/E. I & ‘L., dated 20t]i August 
1952, M/s. D. P. Khosla .& Co., Chartered Accountants, Delhi, were 
appointed Inspectors under section 138 of the Indian Companies Act, 1913 
to investigate into the affairs of the company covering the period of 3 years 
ending 28-2-1949, 28-2-1950 and 28-2-1951. One of the points the 
Inspectors were specifically required to investigate was, “whether the com- 
pensation of Rs. 7 lacs paid to Shri S. P. Jain is in order and in the interest 
of the shareholders or the Directors”. 

In his Report (Ex. 240) paragraph 8, Sliri Khosla stated that — 

“In support of the appointment of Sahu S. P. Jain, the company 
produced a copy of the letter of appointment dated 11-10-1943 
issued to him tmder signature of Mr. V. H. Dalmia, a 
director of the company."^ The copy of the letter is attached 
as Appendbc I. — ^The letter required Sahu S. P. Jain to sign 
on the duplicate of the said letter. The said duplicate as signed 
by Sahu S. P. Jain has been produced before us and 
examined.” 

The letter dated 11-10-1943 of which a copy was ^ven to the Inspector, 
is as follows ; — 

“DALMIA CEMENT AND PAPER MARKETING CO. LTD., 

DALMIANA,GAR. 


October 11, 1943. 


Syt. Shriyans Prasad Jain. 

Dear Sir, 

Confirming the negotiations tliat have been carried on between this 
company and yourself, this is to confirm that you will please look after 
the Bombay Office Orsanisation of this company for which you will be 
paid a fixed amount of Rs. 4,000 (Rupees Four thousand only) per month. 
Income-tax and Super-tax due and payable on this amount of remuneration 
will be paid by the company according to the rate prescribed in the yearly 
Financial Act. Conveyance and Entertainment allowances will be allowed 
as may be agreed upon from time to time. 
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The tenns of employment will be for a definite period of 25 years com- 
mencing from the 1st April 1943, and the company reserves to itself the 
right to depute you to look after the interests of any other concern and 
arrange for your remuneration being paid either by that other concern or 
itself meet the same. You have requested that it should be made clear 
that should your services be terminated, before the expiry of 25 years, then 
a definite compensation for loss of office and breach of agreement should 
be provided. In confirming that on the occurrence of any such contingency 
of our severing connections with each other or terminating the office of 
employment due to any reasons whatsoever, it is hereby stipulated that you 
will be entitled to a compensation and the same shall be calculated as 
equivalent to Rs. 40,000 for each unexpired year of tlie duration of your 
employment. 

This is being addressed to you in duplicate. Kindly acknowledge on the 
duplicate and send same jor our file keeping the original for your own 
record. 


Yours fairthfully, 

For Dalmia Cement & Paper Marketing Co. Ltd- 

(Sd.) Shriyans Prasad . (Sd.) V. H. Dalmia 

. Director.” 


The underlining is by us. 

TTic Inspector went on to say— 

“We looked for the sanction or confirmation of the appointment 
of Sahu S. P. Jain in the Minutes of the Board’s meetings con- 
vened and held during the years 1943 and following years. It 
appears that the Directors as a Board took no cognisance of tire 
said appointment. The omission on the part of the Board to 
consider, at any stage,' the terms of appointment of Sahu 
S. P. Jain is most significant 

We noticed that in the subsequent appointment of the Managing 
Director made by the Board on 10-7-1947 and the appoint- 
ment of the ^retary on 20-9-1948, the matter was brought 
for consideration before the Board, which resolved to proceed 
with the apimintmcnt of the said two officers. It is inconceiv- 
able that whereas the terms relating to the appointment of an 
officer of the rank of a Secretary came up for consideration 
before the Board, the Board will ignore the appointment of an 
officer to whom the company stands committed to pay hea^y 
compensation in the event of loss of office or breach of 
agreement. 

•••• _• Had the term for the payment of compensation been 

in actual existence on tlic date of appointment, the settlement 
would have been evidenced by a properly e.xccutcd Deed on a 
Stamp Paper witli Uic company’s seal affixed to it. 

Instead a copy of a letter purporting to be the letter of appoint- 
ment is placed on record. The letter bears no reference number. 
It is si^cd by one of the directors and by Sahu Shriyans 
Prasad who of course has very willindy acquiesced to the term.s 
contained in the letter. After nearly six years the signatures 
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of Sahu Shriyans Prasad are obtained on another letter (Appen- 
dix II) issued under date 7-2-1950, in confirmation of the 
compensation terms settled consequent to the termination of 
his services. The copies of die two letters appear to us to have 
been signed by Sahu Shriyans Prasad in ink which has the same 
hue and shade. This fact cannot be allowed to pass unnoticed 
considering that a period of nearly six years had elapsed between 
signing of the two letters. The said copies of the letters have 
now been initialled by us with the rubber stamp of our office 
affixed to them 

The Board which had failed earlier to record in its minutes tlie 
appointment of Sahu Shriyans Prasad, with all its attending 
commitment, was, however, not negligent in causing minutes 
to be made, under date 22-11-1949, of the requisite resolution 
confirming the payment of the compensation of Rs. 7 lacs. On 
a probe being made by the Registrar, Joint Stock Companies, 
Delhi, TOtli regard to tlie above payment a resolution was 
brought forward and placed before the shareholders of the 
company and adopted on 10-4-1952 in order to'^approvw and 
ratify the past actions of the Directors and the payment by 
them of Rs. 7 lacs as compensation to Sahu Shriyans Prasad.” 

In quoting this passage from the Inspectors’ report wc are not relying 
on his opinion — that is irrelevant so far as we are concerned. 'V^at we 
rely on are the facts noticed by him. In the absence of the letter dated 
11-10-1943 seen by the Inspector, we have to fall back on secondary evi- 
'dencc. As wc cannot see the document for ourseh'cs the evidence of a man 
who saw it and is able to describe its condition is relevant and admissible. 
What he says about its condition is a matter of observation and not of 
opinion. 

We also rely on that part of his report to show that, despite the suspi- 
cions that the Inspector entertained and expressed in his report about live 
genuineness of tire document, it was deliberately destroyed. 

One of the reasons for appointing Inspectors under the Companies Act 
is to enable government and other authorities to take suitable action should 
the Inspector find something amiss. If a document is destroyed or evidence 
is done away with in the face of such findings, an adverse inference can be 
drawn. So far as we arc concerned the inference is that if the document 
had b^n produced it would have shown that the Inspector’s description of 
it was correct. 

We remark in passing that it seems to have been _a_ favourite device to 
lose the oriainals of important documents that are suspicious and to produce 
photostat copies instead. There is a suspicious want of care about the 
keeping and preserv’ation of originals while exaggerated importance seems 
to have been attached to photostat copies. We have found them to be care- 
fully preserved and the oricinals lost or misplaced in other cases also. V/e 
refer in particular to Ex.^S. 75 and note that Shriyans Prasad Jain and 
Shanti Prasad Jain were connected with that as well. Shanti Prasad Jain 
as a signatory and Shriyans Prasad Jain as one who was present when the 
originl is said to have been drawn up. 

The Inspectors’ Report is dated 23rd May 1953. In the meantime on 
28th Febmaiy' 1953, the company v.’as taken into voluntary liquidation. 
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On 27th March 1953, a petition was made by D. A. Patel, the Volun- 
-tarv Liquidator, to the District Judge, Delhi, under Sechon 153 ana 
153A of the Indian Companies Act, 1913. On 30th April 1953, the <^urt 
approved Ae Scheme and on 2nd July 1953, i.e., ajter a month ^t-so jrom 
the date oj the Inspectors’ Report, at a meetmg of the Bo^d of Dnectors 
of Delhi Glass Works Ltd., to which the assets and liabilities of D.C.P.M. 
had been transferred, a resolution was passed authorising^ the Secretary to 
preserve only such records as would be needed for settling the claims of 
the shareholders of the transferer company and to dispose of all unnece^ary 
records as he thought proper. Following this resolution (Minutes Book 
of Delhi Glass Works Ltd.) (Ex. 604/29), the aforesaid letters together with 
the records of the company were destroyed. The records seized by 
the Special Police Establishment following a search in November 1953, do 
not contain any of the letters or the books of account of D.C.P.M. 


P. S. Patke (W. 7), Secretary to R. Dalmia, when questioned about 
the destruction of record of D.C.P.M. deposed as under ; 

“Ex. 220 shown. I know this transaction. I may have presided. We 
were paying either Rs. 3,000 or Rs. 4,000 pet month to 
Mr. Shriyans Prasad Jain for looking after our Bombay ofBce 
and there was a contract for fifteen or twenty years to pay this 
amount. It was a later though proper to terminate this contract 
and come to agreement of lump sum payment to Shri Shr^ans 
Prasad Jain in view of unexpired portion of the contract. A 
partition had already taken place, Mr, G. L. Chokhani was 
looking after the office after that. I know that Khosla has 
commented about the authenticity of this contract in bis report, 
7 took no care as a director of D.C.P.M. to preserve the letters 
relating to this contract. The Secretary was supposed to keep 
all the records. The general directions given to him about the 
preservation of the records to which I have spoken earlier would 
have included these as well 


I was a Director of D.C.P.M. for about four or five years. I was a 
Director up to the date of liquidation. I knew about Khosla’.s 
report and that there were several serious complaints in it about 
the working of the company. To the best of my knowledge, 
the records of D.C.P.M. were at 10 Daiyaganj, and, as far as 
1 know, all the records that were there at that time were seized 
by the police. If I am told that the records seized by the police 
> do not contain some of the most important documents and 
papers and none of the books of account, then they must either 
have been burnt or taken to some other place. Mr. M. R. Jain 
was mostly associated with the airways work, in both D. T. Air- 
ways and D. J. Aviation. He was also connected with Delhi 
Glass Works. That was the company with which D.C.P.M, was 
amalgamated 

The witness is asked how one or two or three persons can control a 
company. He replies, that they had agencies mainly at Calcutta 
and Bombay. Tliey could thus send instructions to the heo& 
or managers of various companies. No important matter, 
specially of policy, could be carried out without the consent of 
the D. J. Group, i.e., these three persons 
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So also the floating of companies and their liquidation or amal^ma- 
tion, and the turning of public companies into private com- 
panies, also the destruction of records arid books. The Secretary 
could not have destroyed the records or the books on his own 
account. No important paper could have been destroyed with- 
out their express instructions.” 

All that has been set out above leads to the conclusion that the letter of 
appointment dated 11-10-1943, although seen by the hispectors and initial- 
led by them with the rubber stamp of their ofiBce affixed to them as pointed 
out earlier, was deliberately destroyed; and this was done immediately after 
the Inspector had drawn up his report and before the same could be examin- 
ed by Government with a view to possible action thereon. 

A^n while the documents filed by Shri C. C. Shah, Counsel for Shriyans 
Prasad Jain, included the letter dated 14-2-1950 confirming the termi- 
nation of the contract of employment with effect from 30th November 1949 
in original, so far as the letter of appointment dated 11-10-1943 is concern- 
ed, (mly a photostat copy was filed. 

[Even as regards the letter confirming the termination of the contract 
of employment, some discrepancy has been noticed in that 
while the copy that was shown to the Inspector (Appendix II 
of his report) shows the date as 7-2-1950, the letter now filed 
before the Commission shows the date as 14-2-1950. Though 
the contents of these two documents are same, the letter dated 
7-2-1950 (Appendix II of the Inspectors’ Report) is not a 
correct copy of the letter dated 14-2-1950.] 

In -response to the Commission’s query regarding the original of the 
letter dated 11-10-1943 (Minutes of the Public Hearing dated 30th Septem- 
ber 1961), Shri Shah said that the original letter dated 11-10-1943 was 
not in the possession of his client, but that the photostat copy filed before 
the Commission was of the ori^nal letter. He, however, agreed to produce 
a statement from his client indicating when this copy was t^en. Later, in 
the course of his evidence on 21-11-1961 Shriyans Prasad Jain said as 
under : 

Q. Did you file a photostat copy of a letter dated 11-10-1943? 

A. Yes. 

Q. When was this photostat copy taken? 

A. When the case was before the I.T.O. 

Q. When was that? 

A. I think it may be somewhere between 1952 and 1955. It is. 
nine years old. 

Q. Who took the photograph ? 

A^ My Income-tax Consultant took the original from me and he 
’’ went to some photographer and took the copy. 

Q. When did you sec the original last ? 

A. I think I saw the original last somewhere between 1952 and 
' 1955. 

Q. Wberc is the original ? 

A. I handed over the original to Mr. Srinivasan who was my 
Income-tax Consultant and he might have handed over to- 
Income-tax authorities. 
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Q. Did you consider that document important ? 

A. Yes. 

■ Q. Was that document filed? 

A. May or may not have been filed. When I was asked by Shri 

C. C. Shah to file the ori^al before the Commi^mn then I 
enquired from my Income-tax Consultant, Mr Srinivasan, to 
kindly give me back the original copy so that I might file with 
the Commission. He searched out files, and he could not trace 
it. Then he went to the Income-tax Officer to search the record 
and to find out whether the original was there. He then found 
out from the Income-tax records that the original was not there. 

. Then he told me either it was filed with the Income-tax authori- ^ 
ties and it mi^t have been misplaced somewhere or it might 
have been ^ven back to him (Shri Srinivasan), and it might 
have been misplaced somewhere. 

Q, Did you make any search for the original from 1955 to 1961 ? 

A. I was sure that it might have been with my Income-tax Consul- 
tant. 

Q. Do you say that it has been lost ? 

A. I cannot say tliat. It might have been misplaced. 

Q. Have you made a search in your papers ? 

A. Yes,' I did.” 

The explanation of Shriyans Prasad for not filing the original letter is 
unsatisfactory and is rejected. There is no proof of loss of the originol. 
The Income-tax Consultant, Shri Srinivasan has not been examined as a 
witness by Shriyans Prasad. 

This failure to produce the original which should be in possession of 
-either Shriyans Prasad Jain or his Income-tax Consultant lends support 
to the conclusion that the letter, if produced, would have gone against 
him. 

At the time he signed the letter of appointment purporting to have been 
issued on 11-10-1943, V. H. Dalmia was about 19 years old. When he was 
examined in regard to his letter on 20-3-1959, the following emerged ; 

“...... The witness is asked whether after he joined D.C.P.M, as 

Director he took any part in regard to employment of Mr. 

Shriyans Prasad Jain. He says he has no recollection 

I know nothing of what happened to the books and records of 

D. C.P.M. after my time. Witness is shown Ex. 240 P.agc 68, 
The witness is asked whether he can remember having written 
any such letter. He states that from a mere copv he is not able 
to remember this but what I remember is that Shriyans Prasad 
Jain was working for the company in Bombay for a lone time 
and. amongst other tilings, he w.as also .%vatching the interest 
of the cement sales of Rohtas Industries Ltd., and Dalmia 
Cement Ltd., for whom D.C.P.M. acted as selling agents, . . . 
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For one thing, when V. H, Dalmia was examined, the photostat copy 
was not produced; and even after producing the photostat copy which 
purports to bear the signature of V. H. Dalmia, the argument put farwanl 
is that there is no proof of the signature. 

In his written statement V. H. Dalmia stated — 

“It has been assumed by the Commission that the letter dated 11th 
October 1943 regarding the appoinmtent of Shri Shriyans 
Prasad Jain was ante-dated and was not brought into existence 
till October 1949. The assumption of the Commission is not 
justified. He states that Shri Shriyans Prasad Jain was in fact 
appointed by D.C.P.M. on the terms recorded in the said letter 
dated 11th October, 1943,- and the Directors of D.C.P.M. were 
when aware of the appointment of Shri Shriyans Prasad Jain on 
the terms therein mentioned.” 

Shriyans Prasad Jain in his reply has stated, 

“The allegations of the Commission that tlie letter dated 11th Octo- 
ber 1943 was not passed on the date it bears and that it was 
ante-dated and was not brought into existence till October 1949 
is wholly unfounded and there is no justification for the Com- 
mission to make such allegation. The said letter was signed 
on 11th October 1943 and correctly records the terms of em- 
ployment of Shri Shriyans Prasad Jain. The said letter was 
signed by V. H. Dalmia as a Director of D.C.P.M. with the 
knowledge and consent of the Board of Directors of D.C.P.M. 

' even if there may be no formal resolution of the Board to that 
effect. The insinuation of the said particulars that the payment 
of Rs. 7 lacs was made to Shri Shriyans Prasad Jain because 
most of the directors of D.C.P.M. were closely related to’ him 
or were interested in him is entirely unjustified.” 

Shanti Prasad Jain in his reply has stated, 

“It is assumed by the Commission that the letter dated llth October 
1943 regarding appointment of Shri Shriyans Prasad Jain was 
ante-dated and was not brought into existence till October 1949. 
This assumption of the Commission’is not justified. He states 
that Shri Shriyans Prasad Jain was in fact appointed by D.C.P.M. 
on the terms recorded in the said letter dated llth October 1943 
and the Directors of D.C.P.M. were then aware of the appoint- 
ment of Shri Shriyans Prasad Jain on the terms therein men- 
tioned. To give the background to the Commission for their 
proper appreciation of the circumstances necessitating such an 
appointment, he may add that D.C.P.M. were the sole selling 
agents for sale of cement manufactured by Dalmia Cement Ltd., 
and Rohtas Industries Ltd., and D.C.P.M. received remuneration 
for their such services, pursuant to arrangements made shortly 
before between Associated Cement Companies and Dalmia 
Group for common marketing organisation through Cement 
Marketing Co. of India Ltd., it was expedient that a very .senior 
man of hfgh status should stay in Bombay on behalf of D.C.P.M. 
to look after the interests of the Dalmia Group of Cement fac- 
tories and to represent the Board of Directors of Cement Mar- 
keting Co. of India Ltd., in accordance with the arrangement 



561 


made with Associated Cement Companies. Shri Shriyans Prasad 
Jain was pursuaded by the Directors of D.C.P.M. to move to 
Bombay and stay there primarily with this objective. The 
remuneration and emoluments fixed for Shri Shriyans Prasad 
Jain were in keeping with the responsibility and position and 
also the emoluments paid to similar other high executives of 
directors’ status of such companies in Bombay at that time. 
Since Shri Shriyans Prasad Jain wanted to assure himself of 
holding the appointment for the full estimated span of his work- 
ing period and so as not to carry on his own business, tlic 
tenure of his office was agreed at, 25 years stipulating compen- 
sation for premature termination. After the dissolution of the 
Dalmia Jain Group in May 1948, the position changed. 
D.C.P.M. ceased to be the sole selling agents of Dalmia Cement 
and Rohtas Industries Ltd. The employment of Shri Sltriyans 
, Prasad Jain was subsequently terminated by D.C.P.M., on pay- 
ment of stipulated compensation to him. He is not concerned 
with the rest of the facts, statements, inferences and allegations 
mentioned in the said section or particulars thereof. He sub- 
mits that there was nothing done in disregard of honest com- 
mercial practice in this matter.” 

Shanti Prasad Jain in his evidence before the Commission admitted tiiat 
the decision to appoint Shriyans Prasad Jain was taken by the D. J. Group. 
He was also a director on the date of appointment of Shriyans Prasad Jain. 
Later, Shri C. C. Shah, Counsel for Shanti Prasad Jain and Shriyans 
Prasad Jain, at the time of arguments, submitted that, so far as the first 
point, namely, “(a) to benefit Shriyans Prasad Jain who was associated 
with the D. J. Group and was an cider brother of Shanti Prasad Jain” — 
is concerned, Shanti Prasad Jain had nothing to do with it as he had com- 
pletely dissociated himself from D.C.P.M. when the compensation was 
paid. 

As regards the second point, namely, “(b) this was a colourable device 
to evade income-tax on the amount of Rs. 7 lacs in the hands of recipient. 
Shriyans Prasad Jain” — it was submitted that this matter had been fully 
dealt with by the Income-tax authorities and was pending for a decision 
before the Courts. Also, in all these proceedings the letter of appointment 
dated 11-10-43 had been accepted as a genuine document. It was therefore 
argued that since the matter was pending before the High Court on a remand 
by the Supreme Court and was sub judice, it would not be proper for the 
Commission to go into the matter afresh. 

He then briefly referred to tlic orders of the various Income-tax audiori- 
tics to show how this has been dealt with by them. 

attention was first drawn to the Income-tax Officer’s order d.rted 
JUffi March 1955 wherein, while the asscsscc had claimed that the payment 
t • nm compensation for loss of employment, the Income- 

mx Officer held that this was paid as remuneration for his past services. 

to tlic order of the Appellate Assistant Commissioner, dated 
8Ui March 1956 — paragraphs 5, 6, 7 and 8— where the Appellate Assistant 
commissioner has stated that “the next and important contention is wbctlier 
tne payment of Rs. 7 lacs made to the appellant by D.C.P.M. is taxable 

income. . .^ Is the payment of Rs. 7 lacs received by the appcll.ant 

compensation for loss of services as claimed by him or is it by wav of 
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remuneration for.the past services If the agreement in question is 

valid and its genuineness is not disputed, it would bind the company and 
the ^pellant and they would be bound to discharge its obligations. In my 
opinion the genuineness of the agreement as well as the legality are bevond 
doubt” 

Then he referred to the Income-tax Appellate Tribunal’s order dated 
13th August 1956 by which the Tribunal decline to allow the Department to 
challenge the genuineness of the letter of appointment for the first time at ftat 
stage and confirmed the order of the Appellate Assistant Commissioner that 
tlie nature of the receipt was capital and it was not assessable to tax. Next he 
referred to the order of the Appellate Tribunal dated 28th March 1957 refus- 
ing to refer the case to the Bombay High Court by its order dated 26th March 
1958 also declined to call upon ^e lucome-tax Appellate Tribunal to draw 
up a statement of the case. 

The matter was taken to the Supreme Court and by the Court’s order 
dated 8th September 1958 special leave to appeal was granted but “subject 
to the condition that in the appeal against the order of the Tribunal afore- 
juentioned, no question "of facts shall be allowed to be raised”. Thereafter 
by its order dated 4th May 1961, the Supreme Court directed the Income- 
tax Appellate Tribunal to draw up a statement of the case and refer the 
following question of law : 

“whether on the facts and circumstances of the case, the sum of 
Rs. 7 lacs is liable to tax under section 7 of the Indian Income- 
tax Act.” 

Accordingly by its order dated 16th August 1961, the Income-tax Appellate 
Tribunal drew up a statement of the case and referred to the Bombay High. 
Court the question of law as indicated above. 

On these facts Mr. Shah argued that the matter was pending before the 
High Court and was sub judice and might even go to the Supreme Court and 
it could not be gone into by the Commission. 

We do not agree that the matter that we are dealing with sub judice. 
In our opinion it is not. What we are considering is the genuineness of this 
document. What is before the courts is the consequences that will flow 
from the document lor income-tax purposes on the assumption diat it is 
genuine. In the income tax tribunals proceedings the questions of its 
genuineness is final, and cannot be reopened there. Actually there was no 
decision about this on the merits. Because of a slip at the original stage 
the question of its genuineness was shut out at tlie later stages. But, so 
far as we are concerned, it would not have mattered whether tlie matter 
was considered and finally decided on the merits or not. Even if there was 
a final decision on the merits it would be final only for the purposes of 
those tribunals and would not bind other tribunals or this Commission in- 
vestigating tlie matter afresh for another purpose. 

This is a principle with which we are familiar in the courts. The same 
matter is sometimes raised simultaneously in the civil and criminal courts. 
Defamation and assault arc common examples. The finding of the criminal 
courts would be irrelevant in the civil trial and vice versa.^ So also, unless 
a matter is res judicata, or a decision is in rem, the decision, though final 
:md binding as between tlie parlies is not binding otherwise, even between 
the same parties. 
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Apart from that, even the decisions of the highest courts are not immune 
from criticism so long as the matter is not sub judice Newspapers, law 
journals, periodicals and even observations in other cases by other judges 
abound in essays and articles and judgments that analyse and criticise me 
findings of the courts and sometimes even say that the decision was imstalrcn 
or wrong; it may be because of some law or precedent that was overlooked; 
it may be because important facts were not known or were not brought to 
the notice of the judges; or it may even be because, in the opinion of the 
writer, the decision was wrong. So long as the comment is fair the writer 
is immune. That is the essence of freedom of speech and expression in a 
free democracy. 

Commission of Inquiry have the same fundamental ri;^t to anai 3 -sc and 
criticise as the man in the street when the matter falls witliin the scope of 
the inquiry and is covered by the terms of reference. This is a right tliat 
they share with the man in the street. But Commission have much more 
than that. They have not only this Constitutional privilege but also have 
a statutory duty to discharge when that is required of them by their terms of 
reference. The ambit of that duty can obviously not be put lower tlian their 
ri^ts in respect of the same subject matter when acting on a less exalted 
plane. We arc required here to inquire into specified malpractices, to 
examine how they were brought about and to suggest remedies for the pre- 
vention of like abuses in the future. One of the evils that we find is that 
even the processes of the courts were used and fivisfed to improper end,s. 
It is our duly to face the fact fearlessly, examine into tlic causes, and, if 
wc can, to suggest remedies. 

The question before the income-tax authorities, was whether the receipt 
of Rs. 7 lacs was taxable or not m the hands of Sbriyans Pd. Jain. Wc arc 
not, however, looking into this question viz., taxability or otlicrivisc of Ujc 
payment of Rs. 7 lacs. What wc arc concerned with is the propriety of tlic 
transaction itself. 

It is of course legitimate to enter into a bona fide transaction in die 
ordinary course of business or the conduct of one’s personal affairs even 
when that has the effect of diminishing one’s liability to tax. It is legitimate to 
do this even when the object is to avoid payment of a higher tax. But the 
transaction^ must be genuine and not spurious. It is not permissible to 
create a situation artificially which is not a normal and sound business 
practice, just to avoid tax. It is not permissible to introduce spuriou.s terms 
into a contract which were not there at the outset. Of course the terms of 
contract can be altered by mutual consent. But in the case of a limited 
liability company that can only be done by a decision of the Board of 
- Directors in a contract of this nature. It cannot be done by ante-dating a 
letter that purports to be the original letter of appointment in order to malic 
It appear that the terms were there from the start. It is not permissible to 
introduce fresh terms with a breach of the contract in view in order reduce 
the incidence of tax. All that is fraud. 

Regarding the further contention that the Income-tax autiioritics as well 
have held that tlic letter of appointment dated lltii October, 
was a genuine document, wc may examine tlio position a little more 
h I-T.O.’s order, dated 30tii March, 1955. 

ne did not at all apply his mind to the question of the genuineness or 
ouicnwsc of. this document, namely, the letter of appointment. Whcrc.-is Uic 
asscsscc had claimed before him tlial tlic sum of Rs. 7 lacs hr.d been p.aid 



564 


as compensation for loss of employment, he came to the conclusion tliat 
this sum represented remuneration paid by the employer for the past serv'ices 
rendered by Shriyans Pd. Jain, and as such he held the amount taxable. 
He said that “there is no breach of the agreement as stated by Mr. Tricumdas 
because the amount is paid under the terms of a letter of appointment. 
It carmot therefore be said that the amount of Rs. 7 lacs is compensation 
for such employment. I am of the opinion that in viev/ of the past rneri- 
torious services of the assessee, the employer has suitably rewarded the 
assessee for a further payment of Rs. 7 lacs. It is clear from the foregoing 
paragraphs that Rs. 7 lacs was the remuneration paid by the employer for 
the past scr\’ices rendered by the assessee. 1 therefore assess the same as- 
such.” 

Coming to the order of the Appellate Assistant Commissioner, dated 
8-3-1956 we find that “the question is whether the sum of Rs. 7 lacs 
received by the appellant is taxable or not. . . ,1s the amount of Rs. 7 lacs 
received by the appellant a compensation for loss of service as claimed by 
him or is it by way of remuneration for the past services.” 

The Appellate Assistant Commissioner was not called upon to decide 
\vhether the letter dated 11th October was a genuine document or not, and 
since the Income-tax officer had not challenged its genuineness in his order, 
he proceeded to examine the terms of agreement and came to the conclusion 
that the receipt by the appellant represented compensation for loss of 
employment and the same did not therefore attract tax. 

The Income-tax Department thereupon went on appeal to the Appellate 
Tribunal against the order of the Appellate Assistant Commissioner. Here 
the Departmental representative challenged the genuineness of the letter of 
appointment. But the tribunal did not allow him to raise this question at 
that stage. The Tribunal’s order states “the department has come in appeal 
from the order passed by the Appellate Assistant Commissioner. The 
departmental representative challenges the genuineness of the letter which is 
said to be the basis of the arrangement between the assccssee and D.C.P.M. 
Ltd. According to the departmental representative this letter has been 
brought into e.xistence at a later date. It is not correct for the department at 
this stage to attack the genuineness of the agreement for the first time. . . . 
we think that on the evidence on record the amount of Rs. 7 lacs received 
by the assessee is not a payment made for past services. The nature of the 
receipt is capital which is not assessable to tax.” 

Thereafter the Commissioner of Income-tax, Bombay requested tiic 
Appellate Tribunal to draw up statement of the case and refer the question 
of law, which was said to arise out of the Tribunal’s order, to the High 
Court. The Tribunal came to the conclusion tliat no question of law arose 
out of its order. By its order, dated 28-3-57 the Tribunal refused to draw 
a statement of the case for the High Court. . 

Paragraph three of this order of the Tribunal states, “before the Tribunal 
the Department challenged the genuineness of the letter of appointment 
which forms the basis of the agreement between the assessee and D.C.P.M. 
Ltd. Deahng w-ith this the Tribunal observed “if the genuineness of the letter 
of appointment was to be questioned, the Income-tax officer, should have 
summoned the assessee and examined him. The Appellate Assistant Com- 
missioner has come to the conclusion that the letter is genuine and we have 
no reason to disagree with his finding given on this point.” 
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The Commissioner’s petition to the Bombay High Court for an 
directing the Income-tax AppeUate Tribunal to draw up a statement of the 
case and raise and refer to the High Court the question of law referred to 
therein, was dso turned down. 

The Supreme Court, however, by its order, dated 8th September, 1958 
allowed the Commissioner’s petition for spwial leave to appeal. But it 
specifically laid down that this permission to appeal was “subject to the 
condition that in the appeal against the order of the Tribunal aforementioned 
no questions of fact shall be allowed to be raised’’. It will thus be clear 
that the question of the genuineness or otherwise of the letter dated 11th 
October, 1943 was not canvassed before the authorities referred to above and 
there is, therefore, no bar to our examining this matter. 

We do not deny that Shriyans Pd. Jain worked for D.C.P.M. from 1943 
and that he drew the remuneration specified in the liquidators letter of the 
1st May, 1953 to Messrs. D. P. Khosla & Co.; nor do wc question that 
the income-tax was paid as stated during that period. We have questioned, 
in another place, the reasonableness of the terms but not the fact of 
appointment on those terms. What we are questioning here arc the terms 
about the period of employment and the provision about the payment of 
compensation for the breach that finds place in the impugned letter. In our 
opim’on that was an after-thought. We are of the view that those terms do 
not appear in the originial contract. * The scheme to defraud the exchequer 
by tto ingenious device was devised later and the impugned letter was forged 
and ante-5atcd in furtherance of that scheme. 

In the circumstances indicated above, specially regarding the destruction 
of the letter immediately after the Inspector had drawn up his report and in 
face of the fact that the Inspector had questioned the genuineness of this 
document and initialled it and affixed the rubber stamp of his office to it; and 
also in view of the failure of Shriyans Pd. Jain to produce before the Com- 
mission the original letter which was with him and the very important fact 
that during this period there were similar payments of compensation for 
the supposed breaches of managing agency and selling agency agreement in a 
number of other cases, we are entitl^ to draw the conclusion that this is 
one more instance of the device adopted to evade and avoid payment of 
substantial income-tax. 

It is to be noted that when Shriyans Pd. Jain entered the witness box 
he did not attempt to justify the transaction or to repudiate the charges 
of ante-dating and fraud made against him, in examinatipn in chief. He said 
nothing about the terms mentioned in the letter of appointment. It was only 
when be was cross-examined about these matters that he attempted to 
justify them. That is not the normal reaction of a person who is accused 
of serious charges and has the opportunity of repudiating them in the witness 
box. A person wrongly accused of frauds of this nature would be righteously 
indicant and would take the earliest chance to vindicate himself. Of course 
he has the right to keep his mouth shut and to demand that the facts be 
proved. But once they have been proved, if he still keeps quiet, his conduct 
can be taken into account against him. 

termination of Shriyans Pd. Jain’s employment tlic Company 
would have been required to pay a sum of about Rs. 8,64,000 over a period 
ot 18 years and four raontlis but it would have got ffic benefit of his Ecrvicc 5 i. 
LMlOCLA/62 
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Against this amount the Company pmd Rs. 7 lacs which is more or less 
the same as the discounted value of Rs. 8,64,000 w'hen payable over 18 
years and four months; but it lost the benefit of his services. 

' Fixing a period of employment for a term of 25 years is astonishing 
especially in a company that was not able to pay dividends and had to borrow 
money on the scale that it did and which in the end had to go into liquida- 
tion. The term that compensation should be paid at the rate of Rs. 4,000 
a month for every month of the unexpired term was even more amazing. 
What business company has terms of this kind. The other instances that 
we have cited elsewhere of similar schemes for compensation lead to the 
conclusion that this was part of a pattern — a clever and well thought out 
scheme to defraud the exchequer. 

Then there is the astonishing fact that no formal agreement was executed 
and that there is no resolution of the Board of Directors about this appoint- 
ment in the minutes. This cannot be carelessness or accident because tlte 
appointment of the Managing Director in July 1947 and of the Secretary in 
September were specifically considered and approved by the directors; It is 
hardly likely that an almost routine appointment like that of a Secretary 
would be placed before the Board and considered and not the very extra- 
ordinary Imd of appointment that we find here. If this term of 25 years 
with provision for payment of the very heavy compensation that we find in 
the impugned letter had really been terms of the original appointment the 
matter would certainly have been placed before the Board and we would 
have expected a formally drawn up agreement. 

Then again the impugned letter bears no reference number. This is 
another feature that we have found in the case of other impugned transac- 
tions. It cannot be accident that it is just these questionable transactions 
that have so many unusual features in common. 

During this period the Bharat Bank, in which the investing public was 
interested, held 1,400 Preference shares in D.C.P.M. (out of its 25,000 
Cumulative Preference shares). 

Diurine the period 1943 to 1950 the followinc were the Directors of 
D.C.P.M.I 

S.P.Jain 20-12-41 to i-1 1-47 

Smt. Rama Jain 20-12-41 to 10-7-47 

J.Dalmia .. 26-8-44 to 3-1 1-47 

V. H.Dalmia 15-5-43 to 21-10-47 

M. K. Roy 15-5-43 to 12-2-53 

H. D. Bishnoi J 7-9-44 to 12-12-49 

S. R. Srivastava 15-1-49 to 15-2-52 

Rabrada Jagmohanlal .. .. -• .. •- •. 15-1-49 to 29-5-50 

Shanti Pd. Jain, -Smt. Rama Jain, J. Dalmia and V. H. Dalmia had 
ceased to be Directors on 1-11-47, 10-7-47, 3-11-47, 21-10-47 and. the 
other Directors were subservient, the real responsibility lies with R. Dalmia, 
though the other directors also cannot be altogether absolved from their 
liability. 



CHAPTER XI 


PERSONAL EXPENSES CHARGED TO COMPANY’S REVENUE 

ACCOUNTS 

The personal and other expenses of R. Dalmia amounting to 
Rs. 4,62,339 were charged in the accounts of D.C.P.M. between the period 
1-3-48 and 28-2-51 even thou^ R. Dalmia was neither a director nor an 
officer of the company during the said period. D.C.P.M. in its turn obtained 
funds from Banks, Insurance Companies and other public limited companies. 

This provides another instance of utilising the common control over 
D.C.P.M. and other companies of the Group for_thc personal benefit of the 
D. J. Group and in particular of R. Dalmia. 

The personal expenses of R. Ualmia incurred at 9, Mansingh Road, 
3 Sikandra Road and at other places were charged to D.C.P.M. These 
cxpcaiscs were incurred through — 

(i) P. S. Patke : — ^He was the Secretary of R. Dalmia. He was 
also a Dummy Director of D.C.P.M. from 20-5-50 onwiirds. 
His salary ranged from Rs. 150 to Rs. 650 per month. 

(ii) G. Ramachandran : — He was employed by D.C.P.M. as a 
Stenographer from 1947 onwards. He was drawing a salary 
between Rs. 220 and Rs. 300 per month. 

(iii) N. C. Iain ; — He was an employee of D. J. Group. 

(iv) S. R. Srivasiava : — ^He was a director of D.C.P.M. from 
15-1-49 to 15-3-1952. He was also the “household” Secretary 
of R. Dalmia (W. 7/p. 4). 

(v) S. N. Dudaiii : — He was the Secretary of D.C.P.M, 

The details of these expenses totalling of Rs. 4,62,339 tre set out 
below : — 

DuriMf 194S-49 (Ex. 240/81) 

(0 Through P. S. Patke at 9, Mansingh Road 

(to Through New Delhi oflice of D.C.P.M 

(iif) Other personal expenses of R. Dalmia . . 

Diirins 1949-50; (Ex. 240/81) 

(0 Through P. S. Patke at 9, Mansingh Road . . 
an Through N. C. Jain at Sikandra Road . . 

(lYO Through New Delhi office of D.C.P.M. 

(iV) Other personal expenses of R. Dalmia . . 

Diirinf: 1950-51 ; (Ex. 240/81) 

(0 Through P. S. Patke and G. Ramachandran . . 
an Tfirough N. C. Jain 
. (<Y/) Throagh New Delhi office of D.C.P.M. 

OV) Other personal c-xpcnscs of R. Dalmia . . 


Rs. Rs. 

1,14,448 

52,439 

96,215 

2,63,102 

59,311 

16,922 

22,451 

1,372 

1,00,056 

48,571 
19,424 
28,420 
2,766 
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99,181 

4,62,339 
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Details of “other personal expenses” of Rs. 1,00,353 charged to 
D.C.P.M. and referred to above are as follows (Ex. 240/37, 38, 39). 
During 1948-49 
Rs. 

8,717 Payment for round the W4>rld Tour expenses of Miss Pritam Thakat Singh. 
1,975 Cost of paper and printing charges of pamphlet ‘One World Government’ 
1,461 Cost of paper and printing of ‘Sram dan’ written by Mrs. Dinesh Nandni 
Dalmia (Wife of R. Dalmia). 

195 Purchase of Perambulator. 

2,391 Purchase of a Refrigerator. 

582 Purchase of a Silver Tea Set &Tray. 

4,000 Payment made by debit of Miscellaneous expenses in Bombay Books. 

76,894 Payment of Khaitan & Co., Solicitors, Calcutta. 

96.215 

During 1949-50 
Rs. 

916 Purchase of a Flour Mill for domestic use. 

456 Purchase of Gramophone Machine and records. 

1,372 . 

During 1950-51 
Rs. 

2,185 Purchase of a Rolex Projector. 

581 Purchase of Crystal Glassware. 

2,766 


Grand Total ; Rs. 1,00,353. 

The personal expenditure of R. Dalmia was debited in the books of 
D.C.P.M. under instructions of R. Dalmia (W. 7/p. 44). R. Dalmia told 
P. S. Patke that he had arrangements with D.C.P.M. whereby he would 
make good all these amounts (P. S. Patke W. 7/p. 44). But in fact the 
amount of Rs. 4,62,339 was not refunded. 

The Bungalows at 9, Mansingh Road, and 3, Sikandra Road were 
used by R. Dalmia for his residential purposes (Ex. 240/81 and P. S. Patke 
W. 7/p. 44).- 

R. Dalmia used the following properties of D.C.P.M. free of rent for 
at least the period stated against each property (Ex. 240/41). 

(а) 9, Mansingh Road, New Delhi . . - . From 1-3-48 tiU it was sold on 29-6-50. 

(б) Mussoorie property. . . . ■ • . • • From 1-3-48 till it was sold on 17-9-48. 

(c) Nagwas House, Banaras .. -. .. From 17-9-48 tillit was sold on 30-1 1-50. 

(d) Hardwar Kothi From 1-3-48 to 18-1-50. 

R. Dalmia was neither a Director nor an OfBcer of D.C.P.M. 

The following were the directors of D.C.P.M. during 1948 to 1951, the 
period during which the above personal expenditure of R. Dalmia was 
debited to D.C.P.M.’s accounts : 

1. Vasudeo Agarwal. 

2. M. K. Roy. 

3. H. D. Bishnoi. 

4. Shyamlal Agarwal. . ; 
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5. M. P. Modi. 

6. S. R. Srivastava. 

7. Raizada Jagmohanlal. 

8. P. S. Patke. 

Shanti Prasad Jain and J. Dalmia stated in their written statements that 
they had no concern with D.C.P.M. from and after 31st May 1948 and so 
far as they were aware no personal expenses of R. Dalmia were charged to 
D.C.P,M. up to 31st May 1948. 

H. D. Bishnoi stated that he does not remember under what circum- 
stances the alleged personal expenses of R. Dalmia were debited in 
D.C.P.M.’s Books. 

M. P. Modi, stated that he was a director of D.C.P.M. for a short 
period of three months, during which he might have attended a meeting of 
the Board of the Company. He does not remember to have been a party 
to any of these transactions and “in the absence of relating records it is not 
possible for him to admit or deny the allegations”. He has, however, 
denied that he was a "Dummy” director. 

Raizada Jagmohanlal stated in his reply that "the individual items of 
expenses were not furnished to the Directors but only a consolidated figure 
is shown in the balance sheets; and believing as the directors did, that the 
accounts had been properly checked and scrutinised by the auditors, the 
directors believed that there was nothing irregular or unconstitutional about 
it”. He has also stated that he had no knowledge about such expenses and 
that it is now for the first time that it has come to his notice that the 
personal expenses were debited to the company. 

S. R. Srivastava has stated in his reply that the has no definite informa- 
tion whether R. Dalmia took money for his personal expenses from 
D.C.P.M. 

It is clear from what has been slated above that the Directors were 
subservient to R. Dalmia and that R. Dalmia was in real control of 
D.C.P.M. It is also clear on a perusal of the details of the personal 
expenses debited to D.C.P.M. that they were purely for personal purposes 
of R. Dalmia and had nothing to do with the business of D.C.P.M. That 
the charging of such personal expenses to the account of D.C.P.M. was 
possible clearly indicates the control that R. Dalmia had over D.C.P.M., 
even though he was not a director or an officer of that company. It is 
improper to charge personal expenses to the company's account. 

It is to be noted that D.C.P.M. incurred these personal expenses for 
and on behalf of R. Dalmia at a time when it had to borrow funds from 
banks. Insurance Companies and other public limited companies. This was 
clearly in Disregard of Honest Commercial Practice. 




CHAPTER XII 
ILLEGALITIES 


Section 86-D of the Indian Companies Act, 1913, prohibits any loan 
or guarantee, any loan to a Director of the company or to a firm of which 
such Director is a partner or to a private company of which such Dhcctor 
is a member or Director. In the event of any contravention of this 
Section any director of ^e company who is a party to such contravention is 
punishable with fine which may extend to Rs. 500; and if default is made 
in repayment of the loan or in discharging the guarantee, is liable jointly and 
severally for the amount unpaid. 

If a Director or any firm of which he is a partner or any private 
company of which he is a Director, accepts a loan or guarantee from the 
company in contravention of Section 86-D, the office of such Director has 
to be vacated as per Section 86-I(g) of the Indian Companies Act, 1913. 

Since the books of account of D.C.P.M. have not been made available, 
we have relied, as secondary evidence on the particulars as furnished by 
Shri D. P. IQiosla in his report (Ex. 240/pages 52 to 54) on the investiga- 
tion into the affairs of the company under section 138 of the Indian 
Companies Act, 1913. Tbe following particulars were furnished. 

(a) S. R. Srivastava : — On 26th August 1959, D.C.P.M. advanced 
a sum of Rs. 7,500 through its New Delhi office to S, R. 
Srivastava who was at that time a director of D.C.P.M. He 
continued to be a director of D.C.P.M. even after the advance 
was made down to 15th March 1952. 

(b) H. D. Bishnoi : — ^D.C.P.M. granted advances to AHcnberry 
& Co. Ltd., a private limited company of which H. D. Bishnoi 
was a director. The balance of the advance as on 28-2-1949 
was Rs. 1,08,34,817. H. D. Bishnoi was also a director of 
D.C.P.M. The common period of the directorship was from 1st 
March 1948 to 12th December 1949. 

(c) M. K. Roy : — ^D.C.P.M. advanced money to Dalmia Jain & Co. 
Ltd. one of whose directors was M. K. Roy. The balance of 
the advance as on 28-2-1949 was Rs. 17,000. He was also a 
director of D.C.P.M. The common period of directorship was 
from 8th March 1948 to 28th February 1951. 

(d) Raizada Jagmohanlal — D.C.P.M. advanced moneys to 

Rashtriya Investors Ltd. Raizada Jagmohanlal was one of the 
directors of D.C.PJvI. and also a director of Rashtriya Investors 
Ltd. The common period of directorship was from 5th 
January 1949 to' 21st February 1949. 

(c) P. S. Patke : — ^D.C.P.M. ' granted advances to Edn-ard 
Kcvcnter(s) Ltd. The balance of advances as on 28-2-1951 was 
Rs. 2,67,495. P. S. Patke was one of the directors of D.C.PJ*f. 
and w'as also a director of Edward Keventers (S) Lti, from 
May 1950 onwards. 
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The statements of Matters in respect of this section was served on — 

1. R. Dalmia. 

2. S. P. Jain 

; 3. J. Dalmia. 

, 4. Shriyans Prasad Jain. 

5. Shital Prasad Jain. 

6. H. D. Bishnoi. 

7. Jagmohanlal Raizada. ' 

8. S. R. Srivastava. 

9. R. D. Agarwal, Liquidator of Delhi Glass Works Ltd. 

10. P. S. Patke. 

11. M. K. Roy. 

12. South Asia Industries Ltd. 

13- Dalmia Dadri Cement Ltd. 

14. Allenberry & Co. Ltd. , , 

15. Bharat Union Agencies Ltd. 

16. Asia Udyog Ltd. 

The following did not reply : • . 

1. R. Dalmia. , 

’ 2. ShitaJ Prasad Jain. 

• 3. P. S, Patke. 

4. Dalmia Dndri Cement Ltd. 

The following replied but raised only legal and technical objections : — 

1. M. K. Roy. 

2. South Asia Industries Ltd. 

i 3. Allenberry ,& Co. Ltd. 

4. Bharat Union Agencies Ltd. 

5. Asia Udyog Ltd. 

H. D. Bislmoi in his reply has stated that to the best of his knowledge 
no provisions of the Companies Act were contravened in granting these 
loans. 

R. D. Agarwal, liquidaitor of Delhi Glass Works Ltd., stated in his reply 
that he never came into possession of any books or records of D.C.P.M. 
and as such he has neither any record nor information or knowledge 
regarding the affairs. 

J. L. Raizada has stated in his reply that the advance was made by 
D.C.P.M. to Rashtriya Investors Ltd., when he was a director of both the 
companies. But he says he was a director of D.C.P.M. only during 15-1-1949 
to 24-5-1950 and the period of common directorship has been stated to be 
from 5-1-1949 to 21-2-1949, i.e., one month and six days. J. L. Raizada 
states that the period is small and he did not attend any meeting authorising 
the advance. 
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S. R. Srivastava in his reply has stated that no advance wa^ ever paid to 
him by D.C.P.M. during his directorship nor did he ever apply for any such 
advance. But die Inspector has clearly stated (at page 52 of his investigation 
report) that the Ledger page 341 showed that D.C,P.M. advanced a sum 
-of Rs^ 7,500 to S. R. Srivastava on 26th August 1949 — ^though the same 
•was repaid on 31st October 1949. 

Shanti Prasad Jain and J. Dalmia in their written statements stated that 
since these transactions relate to the period subsequent to 31st May 1949, 
they were neither aware of nor concerned with, nor responsible for the same. 

The other directors have not cared to state anything in rebuttal of the 
facts and inferences set out in this particular section of the Statement of 
Matters and as such, the allegations made therein on the basis of the 
materials brought on record by the Inspector in his report (Ex. 240) on 
the investigation into the affairs of the company will stand. 

Our conclusion is that there was a contravention of Section 86-D and 
86-I(g) of the Indian Companies Act, 1913. 

The relevant provisions have since been made wider in scope and the 
penal provisions more strigent by the Companies Act, 1956 and also by 
the Companies (Amendment) Act, I960. But we are not concerned with 
the amendments as we are dealing with contraventions that took place during 
1948-49, 




CHAPTER XIII 


LOSS ON SHARE TRANSACTIONS 

In the Chapter under the heading “General and Control” it has already 
been shovm that D,C^-M. was under the eSectivc control first of the D. J. 
Group and later of R. Dalraia. We have also separately dealt with how the 
corporate existence of D.C.P.M. was utilised in borrowing large sums of 
money mostly from the companies in which the investing public were 
interested and banks and Insurance companies under the control of the 
D. J. Group and thereafter diverting the sums so borrowed for the use of 
sister companies and/or acquiring new companies with sound financial posi- 
tion and liquid reserves and all this for the benefit of the D. J. Group and 
later of R. Dalmia. We have also discussed separately how the common 
control over D.C.P.M. and other companies of the Group helped the persons 
concerned, that is to say, first the D. J. Group and later R. Dalmia, to 
acquire control of companies outside the D. 3. Group, such as, Bennett 
Coleman & Co. Ltd., Lahore Electric, S-S.B. Mills Ltd., and M.D.M. Co. 
Ltd., and having acquired the control, to transfer the shares of the com- 
panies so acquired to the public limited companies, banks and Insurance 
compames towards repayment of the funds so borrowed and so on. 

We will now show how the D. J. Group and later R. Dalmia utilised this 
common control over D.C.P.M. and other companies of the Group — 

(i) to deprive the investing public of their legitimate share of lltc 
profits and transfer the same to D.C.P.M. for the benefit of the 
members of the Group and later R. Dalmia; and 

(ii) to control the overall taxation liability of the Group by wrong- 
ful diversion of the taxable profits from other companies to 
D.C.P.M. thus creating fictitious losses which were set off 
against the profits so diverted. 

The profits diverted to D.C.P.M. from the other companies of the Group 
were as under : 

Year ended 29-2-1948 ; 

(i) In the year ended 29-2-1948, a profit of Rs. 14,97,347 was 
fraudulently transferred to D.C.P.M. from Allenbcrry’s Joint 
Venture Business in Disposal Vehicles and Stores (Ex. 496). 

(ii) A further profit of Rs. 12,09,000 was transferred to D.C.P.M. 
from Allcnberry's business Drums and Pipelines (Ex. 739), 

Year ended 28-2-1949 : 

(i) In consequence of the transfer of Drums and Pipelines stock 
worth Rs. 52 lacs, a further profit of Rs. 10,25,000 was trans- 
ferred to D.C.P.M. in the year ended 28-2-1949 from Alien- 
berry’s busines in Drums and Pipelines (Exs. 461 and 739). 

Year ended 28-2-1950 : 

(i) In consequence of the transfer of Drums and Pipelines Stock 
worth Rs. 52 lacs, a further profit of Rs. 10 laas was trans- 
ferred to D.C.P.M. from Allcnl>cm’’s busines in Dnims and 
Pipelines (Exs. 237 and 739). 
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Year ended 28-2-1951 : 

(i) A further profit of Rs. 11,56,982 was transferred to D.C.P.M., 

‘ also in consequence of the transfer of Drums and Pipelines stock 

worth Rs. 52 lacs, from AUenberry’s business in Drums and 
Pipelines (Ex. 238). 

(ii) Besides the above profit of Rs. 11,56,982, the results of the 
company’s regular trading activities also disclosed a total gross 
profit of Rs. 30,96,793 (Ex. 238). 

(iii) The company moreover obtained further gains of, 

(a) Rs. 21,20,582 (21,19,586 on the sale of Nahur Land to 
Bharat Insurance Co. Ltd. and Rs. 996 appreciation on sale 
of Buildings) (Ex. 238). 

(b) Rs. 46,90,000 by way of compensation for premature ter- 
mination of the selling agencies of the two mill companies, 

V S.S.B. MiUs Ltd. and M.D.M. Co. Ltd. (Ex. 238) . 

We have dealt with the above items in Vol. Ill, Part 2, Vol. IV, Part 1 and 
Vol. VI, Part 1. 

In spite of the receipt of the aforesaid profits, besides otlrers from the 
regular business of D.C.P.M., its audited profit and loss accounts for these 
years showed small profits or even losses as shown below ; 


Year ended 



Total profit 
diverted to 
and/or 
obtained 
by D.C.P.M. 
as referred 
to above 

Net Revenue result as 
per audited Profit & 

Loss account 

Ex. No. 




Profit 

^ 

Loss 


29-2-1948 

. 

-• 

Pc 

14.97.347 ■ 
12,09,000 

27.06.347 

Rs. 

\ 2,51,755 

1 

Rs. 

(Ex. 461) 

28-2-1949 



J 

10,25,000 


4,41,449 

(Ex. 497) 

28-2-1950 

28-2-1951 

Other trading profits 

On sale of Nahur 

Land 

10,00,000 
11,56,982 I 
30,96,793 
21,20,582 

85,518 


(Ex. 237) 

Compensation 

termination 

agencies. 

for premature 
of selling 

46,90,000 

1,10',64.357 

57,51,824* 

i 


(E.\. 238) 


‘Note. — ^The figure of Rs. 57,51,824 includes, 

(/) Rs. 46,90,000 — ^received as compensation; 

(if) Rs. 21,20,582 — profit on sale of Nahur Land; an itern of profit not arising 
out of the company’s normal trading activities; 


malcing up a total of Rs. 68,10,582 which on deduction from Rs. 57,51.824 w^Id 
have left Rs. 10,58,758 as net loss arising from the company s normal trading 
activities. 
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The aforesaid small profits or losses as per the audited accounts were 
arrived after adjustment of losses in share dealings and/or speculation or on 
sale of investments, as under : 

Year ended Particulars Loss Profit Net loss transferred to 

profit and loss* account 


29-2-1948 

On sale of Investments 
On dealings in shares 
and securities. 

Rs. 

12,00,000 

1,19,321 

Rs. 

1,430 

16,999 

2,031 

Rs. 




13,19,321 

20,460 

12,98,861 

(Ex. 461) 

28-2-1949 

On sale of investment 

On sale of securities 

On sale of shares 

14,74,221 

295 

4,78,001 

89,489 

2,608 





19,52,517 

92,098 

18,60,419 

(Ex. 497) 

28-2-I9S0 

On sale of investments 
On sale of securities 

On dealings in shares 

2,82,945 

1,95,477 

9,394 

863 

120 





4,87,816 

983 

4.86,833 

(Ex. 237) 

28-2-1950 

On sale of investment 

On sale of securities 

On dealings in shares 

24,15,833 

50,25,420 

1,753 

83,630 

29,93,305 





74,41,253 

30,78,688 

43,62,565 

(Ex. 238) 


In each of the aforesaid four years, except 1950-51, the profits earned 
in share transactions were very small or even negligible vis-a-vis the losses 
shown as having been sustained therein. 

As will seen from what follows, these losses were mostly comprised 
of the following fictitious or artificial losses in share dealings and/or specu- 
lation and/or on sale of investments that were created by fraudulent mani- 
pulation of accounts. 


Rs. 

Year ended 29-2-48 12,00,000 

Year ended 28-2-49 .. .. .. ,, 16,90,165 

Year ended 28-2-50 .. .. .. .. .. 2,72,118 

Year ended 2S-2-51 24,28.316 


The fraudulent manipulation of accounts as mentioned in the preceding 
paragraph was cficcted as follows : 

(i) Artificial transactions in purchase of shares at higher rates anti 
subsequent sale thereof at lower rates were brought into exis- 
tence by recording necessary entries in the accounts of D.C.P.M. 
to create fictitious losses, 

(ii) Sales of shares were shown in the accounts of D.C.P.M. deli- 
berately at rates much below their cost price in the hands of the 
company. 

(iii) Sale transactions were even antc-dated with a view to control 
and manipulate the profits of a particular year. 





578 


(iv) By recording and accounting for share dealings and speculative 
transa^ctions in the books of D.C.P.M. as its own business even 
though these were done in the account of R. Dalmia and/or 
^ others. 

The following specific instances may be cited to illustrate how the 
accounts of the company were deliberately manipulated :■ — 

(a) (i) D.C.P.M., Bombay bought 5,778 Preference and 1,620 Ordinary 
shares of Bennett Coleman & Co. Ltd. for Rs. 16,42,863 and Rs. 32,400 
respectively by 28-2-1948 and transferred these amounts to its Dalmianagar 
Head Office on 15-L1949 under relevant debit advices dated 28-2-1948. 
This office similarly transferred in July; 1948, a further purchase of 10 Pre- 
ference Shares for Rs. 3,609-3-0. (Ex. 363). 

But till 10-2-1949 the Head Office had not responded to the r^ore- 
said transfer entries in the Bombay Office books and this fact was pointed 
out by the latter in its letter dated 10-2-1949 to the New Delhi Office of the 
Company. 

(ii) On 11-2-1949 the Delhi Office accordingly brought to the notice of 
the Dalmianagar Office this omission of entries in its books to the credit of 
the Bombay Office. The Head Office was further a^dvised to make necessary 
corrections by debiting the amounts in question in the Delhi Office account 
for incorporation in the Company’s investment account in Delhi Books. 
(Ex. 363). 

(iii) On 14/15-2-1949, the Dalmianagar Office sent to Delhi its debit 
advice dated 11-2-1949 for Rs: 16,75,263-5-0 being the cost of the Preference 
and Ordinary shares in question. (Ex. 363). 

(iv) The above debit advice dated 11-2-1949 was, however, returned by 
Shitffi Prasad Jain on 21-2-1949 to H. D. Bishnoi at Dalmianagar for 
reversing the relevant entry there and making entries as per directions 
quoted below : — 

“It is jww desired that D.C.P.M., Dalmianagar, may sell these shares 
to Dalmia Investment Co. Ltd. as on 28-2-1948. Please, therefore, 
get the entry made in die books of DCPM and Dalmia Investment, 
Dalmianagar.” 

He was also advised to raise similar entries for sales in the books of 
D.C.P.M. and Dalmia Investment, Dalmianagar, in respect of the further 
10 Preference Shares of Bennett Coleman & Co. Ltd., worth Rs. 3,609-3-0 
already transferred by D.C.P.M., Bombay, in July, 1948. 

In this connection Shital Prasad Ja^in also gave instructions as to how to 
meet the difficulties diat might arise for maldng the necessary entries to show 
the shares as sales to Dahnia Investment Co. Ltd., as on 28-2-1948. 

(v) R. L. Srivastava in reply dated 3/4-3-1949 (Ex. 363) explained the 
reasons why the entries for the proposed sales of shares, if raised in the 
books of Dalmia Investment Co., w'ould, be considered an after-thought and 
sought Shital Prasad Jain’s instructions in this connection. (Ex. 363). 

He also pointed out that the entries relating to the further 10 Preference 
Shares transferred from the Bombay Office had already been raised in the 
Dalmianagar Books on 31-12-1948 but said that the revised entries for these 
shares shown as sale to Dalmia Investment would be passed as proposed on 
receipt of instructions from Shital Prasad Jain. 
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R. L. Srivastava, moreover request Shital Prasad to advise the rate at 
which DCPM would sell the shares to Daltnia Investment Co. 

(vi) In spite of the aforesaid difficulties, Shital Prasad Jain in his letter, 
dated 7-3-1949 advised H. D. Bishnoi as below (Ex, 363):— 

“The difficulty pointed out by R. L. Srivastava is in my view, but it 
is very desirable that DCPM, Dalmianagar, sell tlie shares under 
reference of Bennett Coleman & Co. Ltd., to Dalmia Investment Co. 
Ltd., as on 28-2-1948. You, may, therefore, get the entry made 
ajid Dalmia Investment pay the amount to DCPM at Dalmianagar 
by HUNDI on Dalmia Investment Co. Limited, New Delhi, on 
31-12-1948.'’ 

He further advised that all these sales should be made “at the' purchase 
value of DCPM or at most at a figure very near to same that may result 
due to rounding of rate per share" (Ex. 363). 

(vii) The cost of 5,778 Preference Shares in the hands of DCPM was 
about Rs. 284-6-0 per share. The following further purchases of Bennett 
Coleman Preference Shares made by DCPM from other parties would, 
however, indicate that the prevailing rate of tlicse shares, even on 28-2-1948 
or thereabout, was altogether diflerent from the said rate of Rs. 284-6-0 
which, as per Shital Prasad’s advice, was to be adopted for the purported 
sales by Dalmianagar Office to Dalmia Investment Co. as on 28-2-1948 
(Ex. 240). 


Date 

Purchased by 

From whom Pur- No. of shares 
chased 

Purchase rate 

1-3-48 

31-5-48 

31-8-18 

Bombay Office 
Bombay Office 
New Delhi Office 

S. S.B. Milk 

T. K. Stanley 

Dalmia Jain Chari- 
ty Trust 

1 5,000 
to 

825 

560 4 0 
.350 0 0 

550 0 0 

(b) Further, rates of purchases or sales of the same 
though effected by DCPM at short intervals varied widely, 
instances are : — 

type of shares 
Some of the 

Date of 
transaction 

Bought from Name of the Particulars of shares 

or sold to Party 

Rate per share 


(at 28-2-1949 

Sold to 

Rashtriya Finan- 
cial Corporation 
Ltd. 

18.812 Convn. 

SSB Mills Ltd, 

275 10 

O' 

[■Er. 501 

30-4-1949 

Bought from 

Do. 

32,812 Com-n. 

SSB Mills Ltd. 

200 

0 

O' 

! 

I 

(/>) 28-2-1949 

Sold to 

Do. 

10,915 Dcfd. MDM 
Co. Ltd. 

23 

0 

o" 


3(M-t949 

Bought from 

Do. 

17,400 Defcl. 

MDM Co. Ltd. 

5 

0 

O' 

1 

(f) 28-2-1949 

Sold to 

Do. 

42,850 B-LESCO 

40 

0 

0 


304- 1 949 

Bought from 

Do. 

60,1(50 B-LE.SCO 

13 

0 

0 


(<0 28-2-1949 

, Sold to 

Do. 

4.613 A-LFSCO 

400 

0 

0 

► Es. 50 J 

304-1949 

Bought from 

Do. 

21,528 A-LKSCO 

130 

0 

0 

(e) 31-5-1949 

Sold to 

Bharat Journals 
Ltd. 

2.250. Pref. Ben- 
nett Coleman. 

'560 

4 

0 

[ 

31-5-1949 

Bought from Rashtri>-a Fian- 
cial Corpn. 

(by LESCO 

2.250 Pre, Bennett 
Coleman. 

201 

0 

0. 

1 


tlirouph DCMP). 
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(c) As regards the quoted shares the following instance would indicate - 
how the persons in control manipulated the market quotations with a view 
to obtain artificial “quoted rates” in pursuit of their own objects. Such 
quotations were needed in connection with the “reshuffling” of their share- 
holdings and controlled concerns inter se from time to time. 

(i) Letter from S. N. Dudani to Shri G. L. Chokhani, dated 2Ath June. 
1952 (Ex. 491) 

“Under instruction of Syt. R. Dalmiaji, I would request you to 
please arrange to publish the rates of Shapurji & Madhowji Conver- 
tion Shares at Rs. 200 and Rs. 300 respectively in Times of India 
both in Bombay and Delhi editions at least for two days. Please 
treat it as most urgent” (Ex. 491). 

(ii) Letter irom Shital Prasad Jain to G. L. Chokhani ; — 

“My dear Girdharilalji, 

S 34 . Dalmiaji desires that you please arrange that Deferred Shares 
of S.S.B. Mills and M.D.M. are quoted lower than the present market 
quotations which are probably at present Rs. 5 for S.S.B. Mills and 
Rs. 15 for M.D.M. As soon as you have arranged it, please let me 
know on what date what quotation has been arranged.” (Ex. 588). 

It would thus be seen that the persons in control of D.C.P.M. indulged 
in the creation of “artificial transactions”, effected purchases and sales of 
the same type of shares at short intervals at widely varied rates and also 
arranged for extraneous considerations and for creating losses as a set off 
aga^st the profits of the company. 

The nature of the transactions which resulted in the losses during the 
years ended, 29-2-48, 28-2-49, 28-2-50 and 28-2-51 are briefly discussed 
below, yearwise : — 

A. Year ending 29-2-48. For the year ended 29th February, 1948, the 
Company manipulated its accounts so as to create and charge to its revenue 
a fictitious loss of Rs. 12 lakhs on the sale of 500 shares of Dharangdhara 
Trading Co. Limited (Ex. 461). This fraudulent manipulation of aa»unts 
resulted in a reduction of the company’s profits to the extent of the fictitious 
loss, namely, Rs. 12 lakhs. 

B. The Dharangdhara Trading Co. Ltd., a D. J, Concern on whose 
shares the aforesaid loss is claimed to have been sustained, was a private 
limited company at Dharangdhara (Sourashtra) with a paid-up capital of 
Rs. 50,000 (made up of 1,000 ordinary shares of Rs. 100 each, of which 
Rs. 50 per share only had been called up) (Exs. 589 and 1049). It acted 
as selling agents to Dharangdhara Chemical Worics Limited, Dharangdhara. 
Another D. J. Concern (Exs. 589 and 1050) Govan Brothers Limited acted 
as the Managing Agents to Dharangdhara Chemical Works Ditnitcd. In 
Dharangdhara Qiemical Works Limited, Shriyans Prasad Jain and V. H. 
Dalmia, were directors in December 1946, while in Govan Brothers V. H. 
Dalraia was the Managing Director (Ex. 589 and Ex. 1050). 

C. DCPM paid a sum of Rs. 24 lakhs for 500 shares of Dharangdhara 
Trading Co., 600 shares of Govan Brothers Limited and a share in the 
Managing Agency income of Dharangdhara Chemical Works Limited. Of 
this rS. 22 lakhs were allocated as the value of 500 shares of Dharangdhara 
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Trading Co. Limited thus valuing these shares at Rs. 4,400 per share' 
(Ex. 496 and Ex. 589). These shares were shown to have been sold on 
the 29th February, 1948, that is, on the closing date of the accounting year 
of DCPM, to Shanti Prasad Jain for a sum of Rs. 10 lakhs only at Rs. 2,000 
per share (Ex. 496). DCPM thus sustained a loss of Rs. 12 lakhs on the' 
sale of the said 500 shares of Dharangdhara Trading Co. Limited (Ex. 496). 

D. Enough material is available to show that there was no sale of 
these shares till at least the 31st August, 1948. The accounts were however 
fraudulently manipulated with a view to ante-dating the sale on 29th Februar>’ 
1948, the object apparently being to reduce the profits of DCPM for tire year 
ending 29th February, 1948, artificially and thus to evade the proper inci- 
dence of income-tax payable by the company for this year. 

E. During this year, namely, the year ending 29-2-48, a profit of 
Rs. 14,97,347 had been fraudulently transferred to the Company from 
Allen Berry’s joint venture business in disposal vehicles and stores (Ex. 496) 
and another profit of Rs. 12,09,000 had been transferred to it from Allen' 
Berry’s business in Drums and Pipelines (Ex. 739). In spite of tlicse profits, 
besides others from the regular business of DCPM, the audited profit and 
loss account for this year showed a net profit of only Rs. 2,51,755 
(Ex. 461). This profit was arrived at after adjustment of large items of 
expenses, interest payment and debts written off and also loss of 
Rs. 12,99,601 on sale of investments. This loss of 12,99,601 on sale of 
investments was shown as arising mainly out of the following items of profits 
and loss (Ex, 461); — 



Loss 

Profit 

Net ' Loss 

On sale of investments 

On dealing in shares securities. . 

Rs. 

12,00,000 

1,19,321 

Rs. 

1.430 

16,999 

2,031 

Rs^ 


13,19,321 

20,460 

12,98,861 


The aforesaid loss of Rs. 12 lakhs on the sale of investments was shown as 
arising from the sale of 500 shares of Dharangdhara Trading Co. Limited 
(Ex. 589). The loss was claimed to have been sustained during the year 
ended 29th February 1948, but in May, 1948, Shri Shital Prasad Jain was 
still advising the DCPM Accountant, Rajkumar Lai Srivastava, that a sum 
of Rs. 59,500 was to be taken as dividend receipt in DCPM’s accounts for 
the said year. He wrote as follows on the 12th May, 1948. (Ex. 368). 

“You would see that DCPM, Dalmianagar is holding 500 share.s of 
Dharangdhara Trading Co. Limited. Dividend for the j’car ended 
30-6-1947 has been declared by the Company in their meeting held 
on 15th January, 1948, at Rs. 119 per share." 

With this letter, Shital Prasad Jain also enclosed a copy of his letter 
already addressed by him to Dharangdhara Trading Co. Limited advising 
them that the dividend in question was to be credited to DCPM's account 
with them. This clearly show’s tliat till 12th May, 1948, tljcrc had been 
no sale of the 500 shares of Dharangdhara Trading Co. by DCPM to 
Shri Shanti Prasad Jain. 

F. Regarding the profit and loss account of Shanti Prasad Jain for l!;e 
year ending 31-10-1948, it was pointed out by R, L. Srivastava (in his 
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letter to Shital Prasad Jain (Ex. 365/P. 269) that this account disclosed a 
sum of Rs, 3,381-2-0 only as dividend income in spite of the fact that his 
trial balance showed investments in Dharangdhara Trading Co. shares, jute 
and other shares. In this connection, it was explained that the Dharangdhara 
Trading Co. shares were purchased by him on 31-8-1948 and he was not 
aware whether the Company had declared any dividend. 

As to the jute shares, he pointed out that these were purchased by him 
on 31-8-48 whereas the companies declared dividend on 14-6-1948 (Ex. 
363). [In fact, Shanti Prasad Jain purchased 5,679 and 6,065 Ordinary 
Shares of Albion Jute MUls Ltd. and Lothian Jute Mills Limited from 
DCPM on 31-8-1948] (Ex. 240). 

The above letter, does not bear any date but an endorsement on it 
shows that it was received at New Delhi on 28-2-49. 

Thus tiU 28th February, 1949, the position was that the said Dharang- 
dhara Trading shares were sold to Shri Shanti Prasad Jain on 31-8^8. 

G. The earliest available document of DCPM, which indicates that the 
sale of 500 Dharangdhara Trading shares was effected on or before 29-2-48, 
is a Trial Balance of the Company’s Dalmianagar Office as on that date. 
Uiis shows a debit balance of Rs. 12 lakhs in the account of “loss on sale 
■of investments”. (Ex. 496). 

The trial balance was commented upon by the New Delhi Office of 
DCPM on 3-3-1949 in a side note on the copy of the document as below : — 

“Commented vide letter No. 3612, dated 3-3-1949”. 

'H. R. L. Srivastava at Dalmianagar came to know from H. D, Bishnoi 
that Shital Prasad Jain was going to send a “contract in respect of loss for 
Rs. 2,34,375 on Allen Berry shares in the books for Dalraia Jain & Co. 
Limited for income-tax”. He, therefore, requested Shital Prasad in a letter, 
dated 2/3rd March, 1949 (Ex. 363/P. 259) to send similarly a contract 
in respect of loss for Rs. 12 lakhs on 500 Dharangdhara Trading Co. 
-shares “in the books of DCPM Head Office for the year ending 29-2-1948.” 
In this connection, he furnished the particulars of tlie consideration for 
•^vhich these shares were previously bought and then sold so as to account 
for the loss of Rs. 12 lakhs and also the names of the seller and buyer. 

Before proceeding further with the matter it will be necessary to deal, 
though briefly, with the loss of Rs. 2,34,375 on the Allen Berry shares refer- 
red to above (Ex. 363), 

Dalmia Jain & Co, Limited had, bought 75,000 ordinary shares of 
Allen Berry & Co. for Rs. 12,18,750. It purported to sell 37,500 shares 
•out of these (gRs. 10 per share in the accounting year ending 31-1-1948 
(i.e., on-3 1-12-1 947) at a loss of Rs. 2,34,375, and the balance of 37,500 
shares at. the same rate in the next accounting year (i.e. 31-8-1948) at a 
furtiier loss of Rs. 2,34,375. The latter sale was made to Dalmia Invest- 
ment Co. Ltd. through DCPM. Tlie proceeds of the first sale were also 
received from DCPM but the accounts do not reveal the name of the buyer. 
There is evidence to show that this sale also purports to have been made 
to Dalmia Investment Co. Ltd. and that both these sales were covered by 
the contract on 31-12-47, thou^ the proceeds of the second lot were 
•credited in the Company’s accounts on 31-8-1948. 
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The Profit and Loss Accounts, as standing in the books of Dalmia Jain & 
Co. Ltd. for die years ending 31-1-1948 and 31-1-1949 show respectively a 
net loss of Rs. 3,59,805 and net profit of Rs. 53,596 as below : — 

Year ending Year ending 
31-1-1948 31-1-1948 

Total gross income from Managing Agency Commission, 


remuneration etc. from different companies 6,72,938 10,98,758 

Low on sale of Allenberry shares 2,34,375 2.34,375 

Other expenses and losses for the year 7,98,368 8,10,787 

Net Profit or Loss for the year . . . , , . . . 3,59,805 53,596 

(Loss) (Profit) 


It wiU thus be seen that the contract in respect of the loss on Allenberry 
shares referred to in R. L. Srivastava’s letter was required to substantiate 
the loss in the purported shares sales charged to revenue and claimed as an 
allowable deduction on the Income-tax assesspient of D. J. & Co. Ltd. 
So alM the ‘contract in respect of the loss for 12 lakhs, in Dharangdhara 
Trading Co. shares was asked for with a view to create evidence of the loss^ 
and obtain deduction thereof in the relevant income-tax assessment of 
D.C.P.M. The sale of 500 Dharangdhara Trading Co. shares to S. P. Jain 
was thus not, in fact, effected by D.C.P.M, on 29-2-1948, because the ques- 
tion of obtaining a contract relevant to this sale would not have arisen as 
late as 2-3-1949; and further because, in the letter received by Shital Prasad 
Jain at New Delhi Office of D.C.P.M. on 28-2-1949, he was clearly told 
by R. L. Srivastava that these shares were purchased by Shanti Prasad Jain 
on 31-8-1948. 

I. Shri Shital Prasad Jain wrote back in March, 1949 to Shri R L 
SrivaiCava (letter dated 8th March, 1949) (Ex. 363) explaining tliat con- 
tracu were not made for loss or profit but for the purchase or sale of the 
CA ^ He, however, simultaneously furnished the contract for sale of 
500 *harcs of Dharangdhara Co. Lid. by D.C.P.M. and purchased by Shanti 
pointed out that the contracts for sab of 75 000 
AUenberp; shares by Dalmia Jain & Co. Limited to Dalmia Investment Co. 
Ltd. on 31-12-^47 had already been sent “the other day" in respect of boUi 
the KlJer and buyer companies. He moreover asked for detailed particulars 
ot the dates, dates and names of sellers and purchasers in respect of the 
under-noted transactions as R. L. Srivastava might also require "contracts" 
tor the same and that he would arrange to send such contracts “for com- 
plctmg the records once for all”, 

5.000 Ordinary shares Govan Brothers Ltd. .. Sale from DCPM On I -3-48 proba- 

.. to J. DALMIA. blv). 

75.000 Ordinarj' shares Govan Brothers Ltd. Sale from D.J. & In 'August/.Sep- 

Co. Ltd. tember 'l94B 

150.000 Ordinary shares Allen Berry & Co. Ltd. Sale from Bharat In^”'^ Jul WAupusl 

„ . _ CoUicrics. 1948 (probably) 

H. D. Bishnoi at Daimianagar apprehended that the Income Tax Officer 

might raise questions “on what conditions the shares were purchased, how 
mey were allocated and %vliy these have been sold at a loss”. Shital 
Krasad Jam at Delhi was, therefore, informed on 4/5-4-Id49 th->t 
^ views m this respect would be pkiccd before the Income T.-^x 

jns'^cd on the objec- 

U‘ n, H. D. Bishnoi would write to him further in the matter. (Ex. 363). 
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J. It was only in March, 1949 that Shital Prasad Jain advised the 
Accountant at the Dahnianagar office to prowde in,the Company’s accounts 
for the year ending 29-2-1948 for the brokerage of Rs. 250 paid by tlic 
Delhi Office to Harbans Singh Mehta & Co. in respect of the sale of 500 
shares of Dharangdhara Trading Co. Limited. He enclosed the relevant 
debit advice dated 9-3-1949 for this amount debited in the account of the 
Dahnianagar Office. 

In reply thereto dated 24/25-3-1949 (Ex. 363), Shri R. L. Srivastava 
confirmed having passed the necessary entries in D.C.P.M.’s closing period 
ending 29-2-1948 and also enclosed a corresponding credit advice dated 
24-3-1949 for the New Delhi Office. Thus the 500 shares of Dharangdhara 
Trading Co. Limited which purported to have been sold by D.C.P.M. 
through the brokers, Harbans Singh Mehta & Co. and the contracts as 
supplied by them were forwarded by Shital Prasad Jain on 8-3-1949 to- 
Dahnianagar. 

The fact that the name of this broker was not mentioned in the letter dated 
2/3rd March, 1949, when R. L. Srivastava furnished the relevant particulars 
of the sale to obtain “contract in respect of the loss” clearly indicates that 
the transaction was not, in fact, put through the said brokers. They were 
brought into the picture by Shital Prasad Jain simply with a view to obtain- 
ing “contracts” from them in respect of the transaction in order to create 
■evidence in support thereof. Had the said transaction, in fact, been made 
on 29-2-1948, ffie question of passing necessary entries for payment of the 
brokerage by the Dahnianagar Office would not have been left over for 
more than a year till 10-3-1949. 

Harbans Singh Mehta, Proprietor of Harbans Singh Mehta & Co., Share 
Brokers, New Delhi, stated before the Commission that, on his migration 
from West Pakistan after partition, he established his business in Delhi in 
the year 1948. He became a member of the Delhi Stock Exchange from 
1-7-1948. (Ex. 581-B). He first stated that he did not maintain books of 
accounts etc. during the year 1948-49. On a further requisition from the 
Commission, he produced a transaction book showing details of the share 
transaction made from 1-7-1948, copies of Bought and Sold Notes issued 
from 2-7-1948 to 27-12-1949 and also those of the bills made from 
8-1-1949 to 30-12-1949. No documentary evidence was made available 
by this Broker to show that 500 Dharangdhara Training Co. shares were, in 
fact, sold by him on account of D.C.P.M. on 29-2-1948 to Shanti Prasad 
Jain. 

The following instances on the other hand indicate certain unusual 
features and anomalies revealed by the books maintained by the broker and 
produced before the Commission ; — 

(1) Tlie transaction Book showed that this Broker bought 37,500 
Ordinary shares of Allenberry from Dalmia Jain & Co. Ltd. and sold the 
same to Dalmia Investment Co. Ltd. at Rs. 10 per share on 3-8-1948. The 
' relevant entries in the books appeared as the last entries of the said date 
at Folio 13 and were in different ink and handwxiting. (Ex. 570). The 
book showed that no brokerage in respect of those purchases and sales was 
realised by the broker. 

The copies of the Bought and Sold Notes produced by the Broker 
before the Commission indicated that all those were issued in the new Form 
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of the broker printed with his Delhi address therein. But the two Bought 
and Sold Notes relevant to the above transactions were the only exceptions 
which were issued in the old form printed with his Lahore address as a 
member of the Punjab Stock Exchange Ltd. there. The other three Bought 
and Sold Notes issued by the broker on the very same date (J.e., on 
3 - 8 - 1949 ) and three such notes issued on the next day (after the issue of 
the aforesaid notes for the Allenbeny shares) were also in the new Forms. 

The books of Dalmia Jain & Co. Ltd. showed only one credit entry for 
sale of 37,500 ordinary shares of Allenberry to Dalmia Jain Investment Co. 
Limited in 1948, i.e., on 31-8-1948. Evidently, the two Bought and Sold 
Notes dated 3-8-1948, referred to above related to that sale, recorded by 
Dalmia Jain & Co. Limited. The Books of this Company also revealed 
only one sale of 37,500 Allenberry shares in 1947 (Ex. 325). 

Shital Prasad Jain’s letter dated 8th March, 1949 indicated that con- 
tracts (for both the buyer and seller) were supplied by him to R. L. 
Srivastava at Dalmianagar for sale of 75,000 Allenberry shares on 31-12-47 
by the Dalmia Jain & Co. Limited to Dalmia Investment Co. Limited sa 
that the aforesaid sale of 37,500 shares recorded in the books of the Dalmia 
Jain & Co. Limited on 31-8-1948 was already covered by these contracts, 
supplied to Dalmianagar between 2/3rd March, 1949 and 8th March, 1949 
(Ex. 363). 

(ii) The Transaction Book of Harbans Sin^ Mehta and Co, showed 
purchase of 75,000 ordinary Allenberry shares from Bharat Collieries Ltd. 
and the sale of the same to D.C.P.M. Limited at Rs. 10 per share bn 
1/2-7-1948. Prior to the production of the Transaction Books and other 
documents before the Commission, the Broker had stated that “on the basis 
of transaction notes” he found that the above transactions in Allcnberrj'^ 
shares had been made on 1-7-1948. The relevant entries in the transaction 
books, however, appeared as the last entries of the dates 1/2-7-1948 at 
Folio 3 and arc in different ink and handwriting. The transaction book 
showed that no brokeraee was realised in respect of these transactions 
(Ex. 570). 

Since these entries appeared after a number of other entries, some of 
which related to transactions on 2-7-1948, the purchases and sale of 75,000 
Allenberry shares, according to the Broker’s records, purported to have 
been effected on 2-7-1948 and not on 1-7-1948 (Ex. 570). 

The Bought and Sold Notes relating to the sale of 75,000 shares were 
not available although the notes issued in respect of some of the other 
transactions of 2-7-1948 were available in the records made available to 
the Commission (Ex. 570). 

It would thus appear from these unusual features and anomalies that the 
entries relating to the aforesaid transactions in Allenbeny shares were inter- 
polated in the Transaction Book and the relevant contracts issued wre 
iabricated by the Brokers with a view to create evidence to support these 
purported transactions; also (hat, if the contracts relating to the sale of 500 
Dharangdhra shares, which were supplied by Shital Prasad Jain along witli 
his letter dated 8-3-1949 to Rajkumar Lai Srivastava, were issued by the 
Brokers, M/s. Harbans Singh Mehta, such contracLs also were similarly 
fabricated by them to create cridence and were not issticd in the normal 
course of business for any genuine transactions in tlicsc shares on 29-2-1948. 
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It has been mentioned earlier that there were specific instances to show 
that the accounts of the company were manipulated deliberately with a view 
to bring into existence artificial transactions in shares, which were never 
made in fact by merely passing necessary entries with anterior dates in the 
books of the purported buyers and sellers concerned; and that for such 
purported transactions of the , company, the rates of the purchases and sales 
of shares used to be manipulated to suit the purposes of the D. J. Group 
and later R. Dalmia. 

Shanti Prasad Jain and J. Dalmia are the only ones who have replied in 
detail to our Statements of Matters. The others have either not replied, or 
only raised; technical objections or denied knowledge of and responsibility 
for the above transactions. 

We will first deal with the antedating of the sale from 31-8-1948 to 
29-2-1948. Shanti Prasad Jain said in his written statement, 

“The Commission has alleged that the entries therein mentioned were 
made after 31st May, 1948 and fraudulently antedated. Shri Shanti 
Prasad Jain was neither responsible for nor concerned Avith D.C.P.M. 
from and after 31 may, 1948 and he is, therefore, not called upon 
to explain or elucidate the same.” 

These shares were acquired by Shanti Prasad Jain, as stated by him, 
both in his written statement and his oral evidence, as a result of a partition 
or dissolution of the D. J. Group. The case of Shanti Prasad Jain and 
J. Dalmia before the Commission is that the partition or dissolution took 
place on and from the 31st May, 1948 and, therefore, it follows that the 
sale of 500 shares of Dharangdhra Trading Co. could not have been effected 
before 31st May, 1948. In fact, Shanti Prasad Jain admitted this during 

course of his oral evidence. He said, 

“the entry of my purchase of Dharangdhra Trading Company’s 
shares in my books is 31-8-1948”. 

Shri C. C. Shah, counsel for Shanti Prasad Jain, also, during the course of 
his arguments conceded the point so far as antedating was concerned. He, 
however, denied the allegation that the loss to D.C.P.M. on sale of the 
shares was a manipulated loss. He submitted that the fact was that D.C.P.M. 
suffered a loss of 1^. 12 lacs. Instead, however, of taking the loss in 1948-49, 
it thought it could take the loss in the year ending 29-2-1948. 

The allegation of antedating included in this charge thus stands fully 
established. 

Coming next to the allegation that there was sale at too low a rate, 
Shanti Prasad Jain has raised tlie following contentions in his written state- 
ment regarding this matter. 

(i) The purchase of shares by D.C.P.M. carried right to diwdend 
whereas the subsequent sale by the company in 1948 was 
cx-dividend. 

(ii) ^fiien the shares were purchased, they were carrying dividend 
of Rs. 200 per share. As against this, dividend of Rs. 1 19 only 
per share was declared and paid in January 1948, that is, before 
the subsequent sale of the shares to Shanti Prasad Jain. This 
drop in dividend resulted in a fall in the price of shares of 
Dharangdhra Trading Co. Ltd. 
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(jij) Dharangdhra Trading Co. Ltd., did not declare any dividend for 
the years ended June 1948 and 1949, so, if D.C.P.M. had not 
effected the sale of these shares in 1948, it would have had this 
investment without any yield for at least two years. 

(iv) The price index of variable dividend industrial securities came 
down to Rs. 167.54 in February 1948 and further to Rs. 138.10 
in August 1948 as against Rs. 267.31 in June 1946, that is, 
about the time when Dharangdhra Trading Co. Ltd., shares 
were purchased by D.C.P.M. Such fall in price index was due 
to various events immediately following June/July 1946. There 
was therefore nothing abnormal about the fall in the value of 
Dharangdhra Trading Co, Ltd., shares at the time of their sale 
by D.C.P.M. According to Shanti Prasad Jain, such fall in 
the price of shares gets support from the fact that the market 
rate of Dharangdhra Chemical Co. Ltd., shares (of which 
Dhrangdhra Trading Co. Ltd., was the selling agents) had 
also come down to Rs. 170 in February 1948 and further to 
Rs. 160 in August 1948 as against Rs. 403 in June 1946. 

Most of the above contentions have no substance in (hem as will be 
seen, from what follows. 

These were the shares of a private company which at all material times 
was under the control of the D. J. Group and declaration or non-dcclaration 
of dividend which was within their own control, could not have affected 
the intrinsic value of the shares. The shares, as stated by Shanti Prasad 
Jain, were purchased in July 1946, i.e., after the declaration of dividend, 
for the year ended 30-6-1945, on 30-11-1945 and prior to the declaration 
of dividend for the year ended 30-6-1946. 

But the position when the shares were subsequently sold out on 31st 
August 1948, J.C., after the declaration of dividend for the year ended 
30-6-1947 and before the declaration of dividend for the year ended 
30-6-1948 was similar. Thus, there was hardly any difference in the position 
between the two transactions and no question of purchasc-cwm-dividcnd and 
sale ex-dividend would arise. 

As regards the fall in dividend on tlicsc shares from Rs. 200 to Rs. 119 
between the date of purchase and the subsequent sale thereof, wc arc of 
the view that such fall — could not have affected the sale price. This is 
because the profit for the year immediately preceding the date of sale 
(^bal is, for the year ended 30-6-1948), was a bumper profit of Rs. 2,90,780 
as compared to the profit of Rs. 1,76,943 in the year ended 30-^1946 
(Ex. 589) for which a dividend of Rs. 175 had been declared prior to the 
sale of these shares. 

It may be mentioned here that although no dividend was declared for 
some reason or other, for the said year, f.e., year ended 30-6-1948 and 
also the year following, dividend w’as'in fact declared again after this short 
interval and the rate of such dividend was again Rs. 200 per share, which 
is the same as that of the earlier years, viz., the years ended 30-6-1944 and 
30-6-1 945. 

As already discussed, the accounts of the company were deliberately 
manipulated with a view to bring into existence artificial transactions in 
.•:h3rcs which, in fact, were never made, by merely passing necessary entries 
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. -with Mterior dates in the books of purported buyers and sellers; and for 
such purported transactions of the company the rates of purchase and sales 
-of shares used to be manipulated to suit the purposes of the D, J. Group or 
•of .R. Dalmia. The sale of the Dharangdhra Trading Co. shares were 
similarly manipulated, and in fact, H. D. Bishnoi at Dalraianagar had 
apprehended that the Income Tax Officer might raise questions about the 
conditions on which the shares were purchased, how they were allocated 
and in what circumstances they were sold at a loss. 

The sale of Dharangdhra shares was, Shanti Prasad Jain has stated, 
made as a result of the dissolution of the D. J. Group. Further, the shares 
after their disposal by D.C.P.M. did not altogether pass out of the hands of 
4he Group. Ihey remained with Shanti Prasad Jain who later ^ed them 
away to his nephews, the sons of Shriyans Prasad Jain. 

It was not a normal trading or share dealing transaction but was part of 
the general plan of the gro*up to reshuffle to shares wth a view to bring about 
a re-organisation of the management of the companies under the control 
. of the Group or at best to effect a separation of such control by stages. 

In this context, the sale value of the shares cannot be determined or 
judged by reference to the market conditions. Even in the case of a 
normal trading or share dealing transaction, the sale value of the shares of 
_a private limited company should depend primarily on its intrinsic value 
and there is nothing to indicate that the intrinsic value in the present case 
had changed since the date of the acquisition and by the time these shares 
were sold. Even assuming that there had been a change in the intrinsic 
-value, for any reason, such change could not possibly justify a fall from 
Rs. 4,400 to Rs. 2,000 per share. The extra price paid at the time of the 
■ pmrehase of the shares can only be for the controlling interest attached to 
'ihese shares and this controlling interest was obviously sold and transferred 
at the time of sale of these shares by D.C.P.M. to Shanti Prasad Jain. 

It may be further mentioned here that the purchase of these 500 shares, 
according to Shanti Prasad Jain, formed part of a package deal in July 1946 
for an overall price of Rs. 24 lacs. Out of this, Rs. 22 lacs was allocated 
as the price of these shares at a time when Shanti Prasad Jain was the Deputy 
Managing Director of D.C.P.M. It is, therefore, not open to him now to 
-say that the allocation of Rs. 22 lacs towards the purchase price of these 

- shares was not correct. 

There is nothing to show that the fixation of the value at the time of 
, purchase at Rs. 4,400 per share was incorrect and that the price of Rs. 2,000 
. per share at which the shares were transferred to Shanti Prasad Jain was 

- fair and reasonable. As a matter of fact Shanti Prasad Jain in his evidence 

- before the Commission stated that the rate at which these shares were 
transferred to him was fixed betsveen the members of the Group. The 

, question put to him by Shri C. C. Shah and his reply thereto in this regard 
, are as under : 

"Q. These shares were purchased by you at Rs. 2,000 per share. 

So that the prices were agreed to between you and the other 
mem^rs of the Group at the time of partition ? 

A.- Yes, between the members of the Group.” 
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It follows that the transfer of these shares from D.C.P.M. to Shanti 
iPrasad Jain was not a proper rate but was at a rate arbitrarily fixed bet- 
ween the members of the Group with a view to create artificially a loss for 
reducing the profits for the year. Even if this loss may not work out exactly 
•at Rs. 12 lacs, it would certainly be a substantial figure and since we arc 
.not computing the profits for Income-tax assessment, we need not go into 
further details as to the precise amount of this loss. The gain to D.C.P.M. 
sou^t to be made may be estimated at Rs. 4,82,813 approximately repre- 
senting the amount of Income-tax intended to be evaded and the gain to 
.the D. J. Group would be to the same extent. 

As for responsibility, J. Dalmia ceased to be a director of D.C.P.M. 
mth effect from 3rd Novem^r 1947 and since the impimged transaction, 
the sale at an arbitrarily fixed low rate, was effected on 31st August 1948, 
he cannot be held directly responsible except of course as a member of tlie 
Group. 

Shanti Prasad Jain also ceased to be a director of the company from 1st 
November 1947 but since he was a party to the sale of the 500 Dharangdhi'a 
shares at an arbitrarily fixed low rate and in fact he acquired these shares, 
he cannot escape responsibility so far as the manipulation of the rate of sale 
of these shares was concerned. Further his responsibility for the transac- 
tions would also be here as a member of the Group. 

As for R. Dalmia, the responsibility develoves on him for these transac- 
tions. Even though he was not a director of the company during this period, 
■it is in evidence that he was in over-all control of the company throughout. 
Further, the benefit resulting from such transactions would have gone to 
the D. J. Group and ultimately to R. Dalmia as the sole beneficiary of the 
Company. 

The Statements of Matters in respect of this Section were served on 
Shital Prasad Jain and R. L. Srivastava. Shital Prasad Jain has not cared 
to send any reply at all, while R. L. Srivastava has stated that so far as this 
section is concerned, he had not been co-opeted director of the company for 
the year ended 29-2-1948 and that his signatures on the balance sheets were 
put after the persons mainly responsible had signed. 

He has further added that the signing of the balance sheets was merely 
a routine matter. It has already been shown that Shital Prasad Jain and 

R. L. Srivastava arranged amongst themselves to obtain contracts for the 
sde of 500 shares of Dharangdhara shares at an arbitrarily low rate with a 
view to reduce the profits of the company for the year for income-tax pur- 
poses, so they cannot escape responsibility for assisting the Group to bring 
about this fraudulent manipulation of tic accounts. 

V. D. Agarwal, M. K. Roy, H. D. Bishnoi, Raizada Jagmohanlal and 

S. R. Srivastava, who as directors signed the balance sheets for the relevant 
year, cannot escape their responsibility for neglecting their duties as directors. 
The real responsibility would however be that of die D. J. Group and 
particularly R. Dalmia. 

For the 3 'car ended 28-2-49 (Ex. 497) the accounts of D.C.P.M. were 
fraudulently manipulated with a view to create and charge to revenue fictitious 
losses aggregating Rs. 2,50,000 in share dc3ling.s .and Rs. 14.40.165 on vale 
of investments as below. Such fraudulent manipulations resulted in .a 
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reduction of the company’s profits for the several years to the exteat of 
the fictitious lossess : 


. Loss on sale of 

Amount of 
loss 

Date 

Loss in 
share deal- 
ing 

(A) 50,000 Ordy. National Bank of Lahore 

Rs 

2,50,000 

31-12-48 

Loss in 

(B) 5,679 Ordy. Albion Jute 

2,14,485 

31-8-48 

share deal- 
ing 

(Q 6,065 Ordy. Lothian Jute 

(D) 36,255 Ordy. Bharat Colleries 

(E) 29,074 Ord}'. Dheri Rohtas Light Railway . . 

2,96,925 

57,482 

41,551 

31-8-48 

31-8-48 

30-6-48 


(F) 2,270 Pref. Rohtas Industries 

(G) lIl,9170rdy.RohtasIndustries 

(H) 11,150 Ordy. Bharat Bank Ltd., (Fully paid up) 
(0 50,180 Ordy. Bharat Bank Ltd., (Rs. 2 8 0 

paid up) ^ 

41,759 

4,49,195 

55,336 

70,444 

& 

31-7-48 

31-7-48 

31-7-48 

31-7-48 

31-7-48 

Loss in 

sale of in- 
vestments 

(J) 73,900 Dcfd. Dalmia Cement 

2,12,988 

31-8-48 

• 

Total Loss . . 

14.40.165 

19.90.165 




The fraudulent manipulation of accounts was effected as follows ; 

(a) In item ‘A’ above, artificial transactions in purchase of the shares 
at a higher rate and subsequent sale thereof at a lower rate was brought 
into existence by recording necessary entries in the accounts of D.C.P.M. 
to create a fictitious loss; and 

(b) In items (B) to (J) above, sales of the shares were deliberately 
shown in the accounts of D.C.P.M. at rates far below their cost price in the 
hands of the company. 

The object was to artificially reduce the profits of D.C.P.M. for the 
year, ending 28-2-49 with a view to evade proper incidence of income tax. 

In this year, a profit of Rs. 10,25,000 was fraudulently transferred to 
D.C.P.M. from Allenberry’s business in Drums and Pipelines. We have 
examined this in Volume 4, part 2. (Exs. 461 & 739). 

In spite of this profit, besides other profits from the regular business 
of D.C.P.M., its audited profit and loss account for this year showed a net 
loss of Rs. 4,41,449 (Ex. 497). «This loss was arrived at after adjustment 
of big items of expenses, interest payment and also a net “loss in sale of 
investments” of Rs. 18,60,419. This loss of Rs. 18,60,419 is made up of, 





Loss • 

Profit 

Net loss 

On sale of investment . . 
On sale of securities 

On dealing in shares 

.. 

•• 

Rs. 

14,74,221 

295 

4,78,001 

Rs. 

89,489 

2 "^ 

Rs. 




19,52,517 

92,098 

18,60,419 


(Et. 240) 
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The above loss on investments of Rs. 18,60,419 includes mainly the 
following : 

Rs. 

(o) On item of loss in share dealing 2,50,000 

(6) Nine major items of losses in sale of investments 14,52,618 

17,02,618 


As regards (a) namely, loss in share dealing, it was shown as represent- 
ing the difference in price paid on settlement of two transactions in purchase 
and subsequent sale of 50,000 shares of National Bank of Lahore @ Rs. 9 
and Rs. 4 per share respectively. (Ex. 240). 

As regards (b), namely, losses in sale of investments, these were shown 
as having been sustained in shares of Albion Jute, Lothian Jute, Bharat 
Collieries, Dehri Rohtas Light Railway, Rohtas Industries, Bharat Bank 
and Dalmia Cement. All these concerns were under the same control at 
the relevant time. (Ex. 240). 

As for loss in share dealings, a transaction in purchase of 50,000 shares 
of the National Bank of Lahore Ltd., at Rs. 9 per share from Jhabarmal 
Chokhani of Todarmal Road, New Delhi purports to have been made by 
D.C.P.M. on 16-3-48. The delivery, as per contract, was to be taken against 
payments within two months of the sale date. These shares were then 
purported to be resold by the company at Rs. 4 per share to Jhabarmal 
Chokhani on 3-12-48. (Ex. 240). 

There was no delivery against the above purported transactions, and 
they were adjusted on 31-12-48. This resulted in a difference payment 
of Rs. 2,50,000 by D.C.P.M. thereby entailing a loss in share dealing during 
the account year ending 28-2-48. (Ex. 240). 

The books of account and other relevant subsidiarj' records of 
D.C.P.M. were not available to the Commission. The only documents, 
besides the books of accounts, which the company had. to substantiate the 
transactions, and which were made available to the Inspectors appointed 
under the Indian Companies Act, were as below : 

(a) A letter dated 16-3-48 received by the company from 
Jhabarmal Chokhani confirming the sale of the shares as above 
on the express condition that delivery was to be taken against 
payments within two months. (Ex. 240). 

(b) A second letter dated 3-12-48 received from the seller confirm- 
ing that the share previously sold were re-purchased as aforesaid 
on the company’s failure to take delivery till then. The condi- 
tion governing this transaction was that the company could pay 
the difference of Rs. 2,50,000 on adjustment and settlement of 
both the transactions. (Ex. 240). 

(c) A tliird letter dated 31-12-48 from Jhabarmal" Chokhani in 
acknowledgement of his receipt of the difference of Rs. 2,50,000 
on final settlement. (Ex. 240). 

Tlie aforesaid two letters dated 16-3-48 and 3-12-48 (which constitute 
the purported contracts between the two parties for the purchase and the 
sale) arc unstamped though the value of shares involved was very sub.«;iamir!l. 
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These letters were written in a prefunctory manner on plain sheets of paper. 
There is no indication of any acceptance or confirmation from the other 
party, namely, D.C.P.M. 

As regards the entries in the financial books of D.C.P.M., debit in 
the account styled ‘loss on dealing in shares’ was raised for the difference of 
'Rs. 2,50,000 on 31-12-48, with a corresponding credit for the amount in 
the account of Jhabarmal Chokhani under the following narrations : 

“Being tlie amount paid on account of loss on dealing in 50,000 
shares of National Bank of Lahore Ltd., purchased from Shri 
Jhabarmal Chokhani on 16-3-48 at Rs. 9 per share and sold to him 
back on 3-12-48 at Rs. 4 per share adjusted.” 

The account of Jhabarmal Chokhani stood as below in the personal ledger 
of the New Delhi office of D.C.P.M. 



Debit 

Credit 

1 8-8-48 To cheque 5,33,439 

13-12-48 To amount paid by Cheque No, 301579 

31-12-48 To amount paid by cash 

31-12-48 By loss in dealing in shares 

15.000 
2,00,000 

35.000 

. 2,50,000 

2,50,000 

2,50,000 


(Ex. 240) 


The above account shows that the payment to the seller commenced 
on 18-8-48 although the shares were resold to him on 3-12-48 and the 
two transactions were adjusted and settled still later, i.e., on 31-12-1948. 
Although the sale contract on 16-3-1948 was not executed within the 
stipulated period {i.e., by 15-5-1948), the transaction was neither adjusted 
and settled forthwith by entering into a contract for resale and consequential 
exchange of difference in price, nor was it renewed for a further period. 
There could have been thus no occasion for any payment of Jhabarmal 
Chokhani till the date of the next transaction on 3-12-48. 

In spite of this, there was a payment of Rs. 15,000 to the seller on 
18-8-1948, that is, more than 3 months after its default on 15-5-48. Such 
payment was not in the nature of part consideration “against value of 
shares” purchased, because — 

(a) there had not been any delivery of the shares against the pur- 
ported transaction till the date of their resale; and 

(b) the payment was debited to the personal account of Jhabarmal 
Chokhani and not in the relevant shares account. 

On the other hand, the above payment of Rs. 15,000 later on constituted 
a part of the difference payment of Rs. 2,50,000 finally made to Jhabarmal 
Chokhani on adjustment of the purported transactions made on 16-3*48 
and 3-12-48. It would thus be apparent that the payment of Rs. 15,000 
was really in the nature of an advance made against the profits predetermined 
nearly 4 months ahead of the date on which the profit was purported to have 
been earned by Jhabarmal Chokhani. Entries in regard to the alleged tran- 
sactions in shares and the relevant contracts letters were brought into exis- 
tence thereafter to substantiate an alleged loss. (Ex. 240). 

As discussed earlier, there were specific instances which indicated that 
the accounts of the company were deliberately manipulated with a view to 
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bring into existence artificial transactions in shares, which in fact were ncsxr 
made, by merely passing the necessary entries with anterior emtes m the 
books of the purported buyers and sellers concerned and for such purported 
transactions of the company the rates of purchases and sales of shares and 
used to be manipulated to suit the purposes of the D. J. Group and later 
FL Dalmia. ‘ . 

In this case, all through the relevant period that is, from the date of 
the purchase to the date of the subsequent sale to cover up the earlier 
uansactions, D.C.P.M. had the means and the funds to take delivery of 
50,000 shares of National Bank of Lahore worth Rs. 4,50,000, if, in fact, 
purchased. Although D.C.P.M. purported to have covered up its earlier 
purchase transaction by effecting a resale of the share at Rs. 4 per share 
on 3-12-1948 (because of its purported failure to take delivery), it acquired 
within a short period thereafter bigger lots of these shares from other parties 
as below: — (Ex. 240). 


Date of purchase No. of Rate per From whon purchased 

shares of share 
National 
Bank of 
Lahore 


28-2-1949 25,000 

30-4-1949 31,000 


56,000 


D.C.P.M. acquired further 55,672 shares of National Bank of Lahore 
at a much higher rate of Rs. 7 per share on 19-1-1951 from National 
Investment Trust Limited. All these sha'res acquired as above were held 
by the Company till at least the end of its financial year 1950-51. 

As for Jhabarmal Chokhani, the vendor, he is a near relation of 
G. L. Chokhani, tire Agent and Manager of the Bombay office of D.C.P.M. 
Tlic purported share transaction of D.C.P.M, and the difference paj-mcnl 
therefor do not admit of any verification in the absence of the relevant 
accounts and subsidiary records, including the daily share Transaction 
Books, and Contracts and Confirmation Memos of Jhabarmal Chokhani. 
These were not produced by him before the Commission. 

According to him, his contract dated 16-3-48 for sale of 50,000 shares 
of National Bank of Lahore to D.C.P.M. was made against die stock of 
60,590 shares held at the relevant time. He furnished particulars in 
support of the purchases of 60,590 shares during 5-1-43 to 27-2-47 but 
none whatsoever regarding his sales thereof during the said period and 
thereafter up to 15-3-48. It is tlius not known whether in fact he did 
possess, and was in a position to deliver 50,000 shares when the -purported 
sale contract was made or thereafter. (See his letters to the Commission 
Ex. 580, dated 4-5-59, and Ex. 582, dated 23-11-59). 

According to him, although the exact dates of the receipt arc not 
known, tlic sum of Rs. 2,50,000 was received by him from D.C.P.M. 
‘{hiring the end of 1948’. To his recollection, the sum of Rs 2 50^0 
was received in cash. As against this, the entries in D.C.P.M ’s Books -■s 


Rs. 

3 Rashiriy.i tuvestment 

Limited. 

3 Rashtriya Financial 

Corporation. 
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produced before the Inspector D. P. Khosla & Co, showed the first two 
payments by cheques on 18-8-48 and 13-12-48. Only the balance of 
Rs. 35,000 was paid in cash, on 31-12-48. (Ex. 240). 

As to how the sum of Rs. 2,50,000 received from D.C.P.M. was dealt 
with, Jhabarmal Chokhani vaguely stated that the money was ‘mostly 
utilised for personal expenses’ and that ‘partly some loans were given which 
coiild not be recovered’ (Ex. 240) . 

J, Dalmia and Shanti Prasad Jain have given exactly the same replies 
in their written statements whUe dealing with this matter. They have 
stated — 


(i) they were neither responsible for nor concerned with D.C.P.M. 
from and after 31st May 1948; 

(ii) they were not called upon to explain or elucidate in respect 
of loss on sale of 50,000 ordinary shares in National Bank of 
Lahore Ltd., as they were neither concerned with nor aware 
of the purchase of diese shares by D.C.P.M, in March 1948, 
They were not the directors of D.C.P.M. in March 1948, Any 
such transaction might have been made under the authority 
of directors of D.C.P.M. in the normal course of its business. 

Apart from raising the aboyp general objections, both Shanti Prasad 
Jain and J. Dalmia also replied bn merits. This, they say, they had done 
with a view to point out that the assumptions and insinuations made by 
the Commission were not necessarily correct and justified. 

They said, 

(i) No adverse inference could be drawn from the fact of 
payment of Rs. 15,000 by D.C.P.M. to J. Chokhani on 18-8-48 
subsequently deducted from the amount of difference becoming 
due to him by D.C.P.M. on the final settlement of the transaction 
on these shares in December 1948; 

(ii) “No adverse inference should have been reasonably drawn 
from the fact that the sum of Rs. 15,000 paid by D.C.P.M. 
to J. Chokhani was not debited to relevant share accounts, 
which, it appears, could not in fact have been done as the 
payment seems to have been only in the nature of advances, 
or on account payment and/or treating the subsequent adjust- 
ment of his payment out of the difference of 2,50,000 
becoming payable to J. Chokhani by D.C.P.M. as an advance 
payment and predetermined profits, as alleged therein”; 

(iii) It was not correct to assume that the transaction of D.C.P.M. 
purchasing these shares on 16-3-48 would have stood vacated 
on 15-5-48 \wthout ascertaining why and' how it was agreed 
to be carried forward; 

(iv) Subsequent purchase of another lot of 56,000 shares in National 
Bank of Lahore Ltd., at Rs. 3 per share proved that D.C.P.M. 
did want to invest and hold about 50,000 shares of National 
Bank of Lahore Ltd., D.C.P.M. by settling its earlier purchase 
from Chokhani by resale to him at Rs. 4 per share effected 
purchase of similar share shortly thereafter at a lower price of 
Rs. 3 per share. The purchase of another lot about two years 
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later in January 1951 at a higher price had no relevance as 
position of the said bank and the market conditions might have 
been very different after such a long period. 

Taking up the general objections raised by Shanti Prasad Jain and 

J. Dalmia first, the purchase of shares, was made in March 1948, that is, 

before the 31st May 1948. It is not the case of Shanti Prasad Jain and 

J. Dalmia that the transaction was not entered into by D.C.P.M. They 

were connected with D.C.P.M. even according to their own version, up to 
at least the 31st May 1948. The overall policy of purchase and sale of 
shares was controlled by the D. J. Group of which Shanti Prasad Jain and 
J. Dalmia were also important members. A large block of shares consisting 
of 50,000 shares in die National Bank of Lahore could not have been 
purchased by the ‘directors’ in the normal course of D.C.P.M.’s business 
without the prior instructions of the D. J. Group. Ob\'iously, tlic purcha.se 
of these shares, if made in March 1948, could have been done only wth the 
consent of the D. J. Group. 

The other contentions raised on the merits by Shanti Prasad Jain and 
J. Dalmia are discussed as below : 

(i) The payment to Chokhani in August 1948 could not be a 
regular payment. Any amount payable to a vendor for difference 
becomes due only after the parties have agreed to finally adjust 
a transaction one way or the other. The narration in tlic 
vouchers and the contents of the subsequent letters witten by 
Chokhani clearly show that the transaction was struck off only 
on 3-12-48. It would thus mean that a part of the profit which 
Chokhani was made to cam was paid to him nearly four months 
ahead of the date on which he was deemed to have earned it. 

(ii) Tlie non-debiting of the payment to vendor of Rs. 15,000 to 
the share account could only mean that this payment to 
Chokhani was on account of dealings in .shares. This pay- 
ment of Rs. 15,000 could not have been treated in the nature 
of advances or on account payment before the transaction was 
settled. 

<iii) Shanti Prasad Jain and J. Dalmia have stated that it was not 
correct to assume tliat the transaction of D.C.P.M. on 
16-3-48 stood vacated on 15-5-1948 (after die expiry' of two 
months mentioned in the letter from Chokhani) without first 
ascertaining why and how it was agreed to be carried forward. 
Tlic period mentioned in the alleged contract expired on 
15-5-1948, that is, before 31-5-1948, and both Shanti Pra.'^.ad 
Jain and J. Dalmia even now have not clarified in their 
written statements or otherwise, the circumstances under which 
the transaction in question was allowed to be carried forward. 
Accordingly, in the ab.scncc of any explanation to the contrary, 
specially when the fact pertaining to this transaction covering 
a large block of .shares would have been within their special 
knowledge, the assumption referred to above st.mds unrefuted. ' 

(iv) The subsequent purchases of shares of tlic National Bank of 
Lahore at Rs. 3 per share from Rashtriya Investment Limited 
and Rashtriya Finance Corporation Limited on 28-2-49 .and 
30-4-49 respectively were from the allied concerns under the 
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same control. As discussed earlier, the accounts of the com- 
panies under the control of the D. J. Group were fraudulently 
manipulated with a view to bring into ■existence ar^cial 
transactions and for such purported transactions the rates of 
purchases and sales of shares used to be manipulated to suit 
the purposes of the D. J. Group. These purchases of shares at 
Rs. 3 per share from the allied concerns were similarly mani- 
pulated and cannot be said to prove that the sale of shares of 
National Bank of Lahore back to Chokhani at Rs. 4 per share 
was at a ‘proper’ rate. On the other hand, the purchase of these 
shares at Rs. 7 per share in 1951 from National Investment 
Trust Limited clearly shows that the resale at Rs. 4 per share 
was at a low figure. 

Thus the alleged transaction with Chokhani resulting in a loss of 
Rs. 2,50,000 to D.C.P.M. on sale of 50,000 shares of National Bank of 
Lahore Limited was an artificial transaction which was brought into existence 
by recording necessary entries in the accounts of D.C.P.M. to create a 
fictitious loss. The object was to artificially reduce the profits of D.C.P.M., 
for the year ending 28-2-48 with a view to evade proper incidence of 
income-tax. 

Dealing next ■with items (b) to (j) relating to losses aggregating 
Rs. 14,40,165 on sales of investments, the sales in all these cases were to 
Shanti Prasad Jain, J. Dalmia and Bharat Collieries Limited, that is, to the 
members of the D. J. Group or their concerns. The details of the sales 
are as tmder : — [Ex. 240], 


(B) Albion Jute Mills Ltd., Ordinary shares of Rs. 100 each 
Purchased 5,679 shares prior to 1-3-1948 @Rs. 44 per 
share. 

Sold 2,100 shares u/d 30-6-1948 to Seth Shanti 

Prasad Jain @Rs. 400 per share. 

Sold 3,579 shares u/d 31-8-1948 to Seth Shanti 

Prasad Jain @Rs. 410 per share. 

Loss on 5,679 shares @ Rs. 37-12-0 per share 


(C) Lothian Jute Mills Limited, Ordinary shares of Rs. 100 each 
Purchased 6,065 shares prior to 1-3-1948 @ Rs. 614 
per share. 

Sold 6,065 shares u/d 31-8-48 to Seth Shanti 

Prasad Jain @ Rs. 565. 

Loss on 6,065 shares @ Rs. 49 per share . . 


(D) Bharat 
Purchased 

Purchased 

Purchased 

Purchased 


Collieries Limited, Ordinary shares of Rs. 10 each 

35,855 shares prior to 1-3-48 @ Rs. 12/10 
per share 

100 shares u/d 11-5-48 from Birdhi Chand 
Bagla & Co. Stock & Share Brokers 
@ Rs. 1 1 per share. 

100 shares u/d 4-12-48 from Birdhi Chand 
Bacla & Co. Stock & Share Brokers 
@'Rs. 11 per share. 

200 shares u/d 31-12-48 from Birdi Chand 
Bagla & Co. Stock and Share Brokers 
@'Rs. 1 1 per share. 


Rs. 

T.V. 25,21,874 5 O' 

T.V. ' 8,40,000 0 O’ 
T.V. 14,67,390 0 0 

2,14,485 5 0 

T.V. 37,23,650 3 0 

34,26,725 0 0 

2,96,925 3 0 

T.V. 4,51,868 5 4 

T.V. 1,106 4 0 

T.V. 1,100 0 0 

T.V. 2,212 8 0 


4,56.287 I 4 
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RS. 

Sold 36,255 shares u/d 31-8-48 to Seth Shanti T.V. 3,98,805 0 0 

Prasad Jain @ Rs. 11 per share. 

Loss on 36,255 shares @ Rs. 1/9/6 per share 57,482 1 4 

(Approx.). 

'(E) Dehri Rohtas Light Railway Company Ltd., Ordinary shares ofRsAQcach 
Purchased 29,074 shares prior to 1-3-48 @ Rs. 11/12 T.V. 3,40,442 12 .0 

per share. 

Sold 8,152 shares u/d, 30-6-48 to Seth Shanti 89,672 0 0 

Prasad Jain @ Rs. 1 1 per share. 

Sold 20,922 shares u/d 31-7-1948 to Bharat T.V. 2,09,220 0 0 

Collieries @ Rs. 10 per share. 

2,98,892 0 0 

■Loss on 29,074 shares @Rs. 1/7 per share 41,550 12 0 

(Approx.). 

•(F) Rohtas Industries Limited, Preference shares 

Purchased 2,270 shares prior to 1-3-48 @ Rs. 138/8 per T.V. 3,14,150 5 0 

share. 

Sold 2,270 shares to Bharat ColUeries Ltd,, Dal- 2,72,400 0 0 

mianagar, @Rs. 120 per share. 

Loss on 2,270 shares @Rs. 18/8 per share 41,759 5 0 

‘(G) Rohtas Industries Limited, Ordinary shares ofRs. 10 each 

Purchased 111,917 shares prior to 1-3-48 @Rs. 18/12 T.V. 15,68,365 8 0 

per share. 

:Sold 111,917 shares u/d 31-7-48 to Bharat Col- 11,19,170 0 0 

leries Ltd., Dahnianagar @Rs. 10 per 

Losson 111,917 shares @'Rs.4/2 .. .. 4,49,195 4,0 

‘(H) Bharat Bank Limited, Ordinary shares of Rs. 10 each Fully Paid up 
Purchased 11,150 shares prior to 1-3-48 @Rs. 9/15 per T.V. 1,11,086 4 0 

share. 

'Sold 11,150 shares to Bharat Collieries Ltd,, Dal- T.V. 55,750 0 0 

minagar @Rs. 5 per share. ^ 

Loss on 11,150 shares @Rs. 4/15 per share 55,336 4 0 , 

'(D Bharat Bank Ltd., Ordinary shares of Rs. 10 each Rs.1-%-0 Paid Up * . 

Purchased 50,180 shares prior to 1-3-48 @Rs. 2/6/6/ per T.V. 1,20,624 1 0 

Sold 50,180 shares u/d 317-48 to Bharat Col- T.V. 50,180 0 0 

lieries Ltd,, Dahnianagar, @Re. 1 per share. — — 

Loss on 50,180 shares, 1/6/6/ per share 70,444 1 0 

(J) Dalmia Cement Ltd., Deferred shares of Re. 1 each 

Purchased , 73,900 shares prior to 1-3-48 ® Rs. 4/14 T.V. 3,60,787 8 0 

per share. 

•Sold 3,900 shares u/d 31-7-48 to Seth J. Dalroia 7,800 0 0 

@Rs. 2 per share. 

•Sold 70,000 shares u/d 31-8-48 to Seth J. Dalmia 1,40,000 0 0 

@ Rs. 2 per share. 

Loss on 73,900 shares @Rs. 2/14 per share 2,12,987 8 0 

(Ex. 240) 

All the companies except Bharat Bank, whose shares were sold as above, 
were regularly paying dividend on their ordinary shares till about the time 
of the sales of the D.C.P.M. shares and even thereafter in many cases. All 
these companies were also under the effective control of the D. J. Group 
at the material time. In most of these cases the sale considerations were 
•debited in the relevant personal accounts and were not received in cash. 
L/MlOCLA/61— 
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These shares after their disposal by D.C.P.M. did not altogether pass out 
of the hands of the D'. J. Group. 

The purchases of Shanti Prasad Jain are mentioned in cases B, C, D and 
E above. These purchases (of 56,151 shares in all) except only 2.000 
ordinary Bharat Collieries shares were again sold out by him immediately 
or shoitly after the purchases. These purchases are set out in Appendix A 
attached hereto. See also Shanti Prasad Jain’s letter^, dated 9-5-1959 to the 
Commission. [Ex. 581.] 

The corresponding sales were at cost except .in the cases of 34,255 
ordinary shares of Bharat Collieries and 8,152 ordinary £)ehri Rohtas shares. 
These were sold at a loss of Re. 1 per share. All these shares purchased by 
Bharat Collieries Ltd. (as mentioned in cases E, F, G, H and 1 above) 
were held by the Company till the middle of 1950. The details are set out 
in Appendix A and in the company’s letter, dated 16-2-59 (Ex. 579) to the 
Commission. These shares were thereafter sold out at cost. 

In none of the corresponding sales of these shares by Shanti Prasad Jain 
and the Bharat Collieries Ltd. were the names of the buyers furnished to tlie 
Commission on the plea that their affairs were not under investigation by tlie 
Commission. Also die relevant books of accounts and vouchers of Shanti 
Prasad Jain and the Bharat Collieries Limited were not produced before the 
Commission in support of their purchase from D.C.P.M.' and the subsequent 
corresponding sale thereof, although these were specifically called for. It 
appears that all these shares continued to be held by one or the other of the 
allied concerns. 

The entire block of the Dalmia Cement shares bought by J. Dalmia was 
held by him till the middle of 1950. For details see Appendix A attached 
hereto and J. Dalmia’s letter to the Commission, dated 28-1-59. (Ex. 578). 
These shares were thereafter sold out by him at cost to Cement Distributors 
Limited, another allied concern. 

All these companies continued to be under the same effective control 
after D.C.P.M^’s disposal of its holdings in the hands of the buyers, namely. 
Shanti Prasad Jain, Bharat Collieries Ltd. and J. Dalmia. Thus all tliese 
sale transactions of D.C.P.M. (and also those of the buyers tliereafter) were, 
in fact, in the nature of reshuffling of the holdings in several controlled 
companies of the D. J. Group in the hands of its members and associate 
concerns inter se_. 

The accounts of the Companies, as discussed earlier, used to be mani- 
pulated deliberately with a view to bring into existence artificial transactions 
in shares, which were never made, by merely passing necessary entries with 
anterior dates in the books of the purported buyers and sellers concerned 
and for such purported transaction's the rates of the purchases and the sales 
of shares used to be manipulated to suit the purposes of the D. J. Group. 
Here also the rcshufiling inter se of tlie holdings of the members was done 
at mutually agreed ‘low rates’ which resulted in the creation of artificial 
losses in the hands of D.C.P.M. These losses fraudulently manipulated 
were utilised as a set off against the profits of the company for this year 
with a view to evade the proper incidence of income-tax payable by the 
company. 

Shanti Prasad Jain and J. Dalmia have furnished practically the same 
reply while dealing with this matter in tlicir written statements. Apart from 
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raising the usual general objections raised while replying to odier matters, 
namely, dissolution of the D. J. Group with effect from the 31st May, 1948 
and consequently their not being concerned with the affairs of D.C.P.M. 
subsequent to that date, they have also raised the following further conten- 
tions on the merits ; 

(i) The sales resulted in a loss to D.C.P.Mi' because these shares 
were purchased by D.C.P.M. at higher prices when the ruling 
market prices for these shares were high. On account of 
pre-partition disturbances and post-partition problems, the 
average prices of shares came down to one-half generally. In 
that context, the loss incurred in these shares fay D.C.P.M. 
should be deemed to be rather small compared to the general 
loss on the Stock Exchange during the relevant period. 

(ii) The prices at which these shares were sold by D.C.P.M. were 
not lower than ruling market prices on, the relevant dates, but, 
on the other hand, were rather higher than ruling market prices. 
There were no artificial transactions in purchases of these shares 
at higher rates and their subsequent sales at lower rates. 

These shares were of the companies under the control of the D. J. Group 
and constituted controlling blocks of shares or something near to it, 
of the companies concerned. When these shares were purchased by 
D.C.M.P., the price for the element of the controlling interest attached to 
these shares was also included in the purchase price. Similarly, when the 
sale of these shares was effected, the controlling interest was also sold 
and transferred. So, if the element of the controlling interest is taken into 
consideration, the rates at which the sales were effected, even thou^ higher 
than the market rates, could not be considered as fair and reasonable. We 
have also seen that even inarket quotation of the shares used to be 
manipulated. 

: The sales of the shares under discussion were not made to outsiders but 
were effected with a view to achieve reshulSing of holdings of these con- 
cerns among the members of the'D. J. Group inter se. In fact, when these 
shares were being transferred, the rates were agreed to and fixed between 
the members of the Group. In this connection we may reproduce here 
what Shanfi Prasad Jain stated in his written statement — 

“The sales were effected by D.C.P.M. on dissolution of the D. J. 

Group The prices at which these shares in various 

companies were sold by D.C.P.M. to Shanti Prasad Jain, 
J. Dalraia and Bharat Collieries Ltd., were agreed to by and 
between the parties concerned and the prices so' fixed were not 
to the disadvantage of D.C.P.M. but were in fact, generally 
higher than pulling market prices.” 

Further during the course of his examination-in-chief by Shri C. C. 
Shah, he stated; 

“Q. Please turn to page 15 of the Statement of Matters. In the 
last column it is mentioned “some of these shares were sold to 
you, some to J. Dalmia and some to Bharat Collieries.” Would 
you kindly say how you came to purchase the shares of your 
company, Bharat Collieries ? 
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A. Shares listed at page 15 had been purchased by Shanti Prasad. 
J. Dalmia, Bharat Collieries, as a result of the partition 
between three of us - 

Q. Would you kindly tell us briefly that when this partition was 
agreed to and the sale of shares from one to-the other, you also 
fixed pricfe, the shares should be sold by the one to the other ? 

A. Yes,, sir.” 

This shows that the sales of these shares were, even according to Shanti 
Prasad Jain and J. Dahnia, as ^“result of partition” for “resh ufflin g” the 
holdings and “at rates agreed to by. and between the parties concerned”. 
It, therefore, follows that when these shares were being transferred, no 
notice would have been taken of the ruling market prices and that the rates 
were fixed by the members of tlie Group arbitrarily at- prices that could 
benefit them mutually. 

A similar contention was raised by Shanti Prasad Jain in connection 
with the transactions that we have dealt v/ith relating to the account year 
ending 29-2-48. We have dealt with that at length* and, for the reasons 
stated earlier, we hold that there is no substance in this contention. 

It follows that the rates at which the sales of shares were effected by ' 
D.C.P.M. which resulted in heavy losses, were deliberately manipulated 
for extraneous considerations, namely, creation of losses as a set off against 
the profits of the company for the year. The gain sought to be made by 
D.C.P.M. may be estimated at Rs. 6,80,027 (approximately) representing 
the amount of income-tax that would othervinse have been payable by the 
company; and the gain to the D. J. Group and R. Dalmia would be to the 
same extent. 

As for responsibility, both J. Dalmia and Shanti Prasad Jain ceased to 
be directors of D.C.P.M. with effect from 3-11-47 and 1-11-47 respectively. 
So they cannot be held directly responsible for the impugned transaction, 
namely, sales at arbitrarily fixed low rate, except of course as members of 
the D. J. Group. Since, however, both J. Dalmia and Shanti Prasad Jain 
were parties to a number of the transactions in that J. Dalmia himself 
purchased the shares of Dalmia Cement Ltd., and Shanti Prasad Jain him^lf 
purchased the shares of Albion Jute, Lothian Jute and Bharat Collieries, 
tliey cannot escape tlieir responsibility for the manipulation of the 
transactions. 

As for R. Dalmia, he is also responsible since it is in evidence tliat he 
was in overall control of tlic company througliout even though he w’as not 
a director of the company during the period. Further, the benefit resulting 
from the transactions would have gone to the D. J. Group and ultimately to 
R. Dalmia as the sole beneficiary of tiic company. 

Of the persons on whom the Statements of Matters in regard to this 
Section were ser\'ed, R. Dalmia. Shital Prasad Jain, Shriyahs Prasad Jain 
and V. D. Agarwal have not sent any reply, M. K. Roy has replied raising 
legal and technical objections. J. M. Raizada in his reply has submitted that 
since he was appointed a director only on 15-1-1949, he claimed complete 
ignorance in the matter. 

M. K. Roy, J. M. Raizada and V. D. Agarvml who signed tlic balance 
sheets as directors cannot escape their responsibility for neglecting their 
duties as directors. The real responsibility, however, w'ould bo that of thcr 
D. J. Group and particularly R. Dalmia. 
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The accounts of' D.C.P.M. for the year ending 28-2-1950 were 
fraudulently manipulated with a view to create and Charge to its revenue 
fictitious losses aggregating Rs. 2,72,118 on the sale of investments as 
below (Ex. 237). These fraudulent manipulations resulted in a reduction 
of the Company’s profits for the year to the extent of the fictitious losses. 


Loss On sale of 

Amount of 

Date of 


Loss 

sales 


Rs. 


(a) 15,000 Pref. shares of Allenberry & Co. (of Rs. 

1,05,000 

13-5-1949 

10 each). 

fI6-2-1950 


(b) 2,909 Ordy. shares of Bhart Insurance Co. Ltd., 

1,67,118 

123-2-1950 . 

(of Rs. 100 each). - 

) 26-2-1950 
(28-2-1950 



2,72,118 

(Ex. 240) 


The fraudulent manipulations of accounts were effected by deliberately 
showing the above shares .in the account of D.C.P.M. as having been sold 
at rates far below their cost price in the hands of the company. 

The object was to reduce artificially the profits of D.C.P.M. for the 
year ending 28-2-1950 with a view to evade the proper incidence of income- 
tax payable by the company. 

During this year a profit of Rs. 10 lacs was fraudulently transferred to 
D.C.P.M. from Allenberry’s business in Drums and Pipelines (Exs. 237 and 
739). In spite of dlls profit, besides others from the regular business of 
D.C.P.M., its audited profit and loss account for this year showed .a net 
profit of only Rs. 85,518 (Ex. 237). This profit was arrived at after 
adjustment of large items of expenses, interest payment, compensation 
payment of Rs. 7 lacs to the employee Shriyans Prasad Jain for the purported 
loss of his office during the year and also a loss of Rs. 4,86,833 ‘in sale of 
investments’. The said loss in sale of investments is made up of — 





Loss 

Profit 

Net Loss 

One sale of investments 



Rs. 

2,82,945 

Rs. 

863 


One sale of Securities . . 

< • • 


1,95,477 

— 

(Ex. 501) 

One dealing in shares . . 

• 

.. 

9,394 

120 




4,87,816 

983 

4,86,833 


The aforesaid loss' of Rs. 2,82,945 on sale of investments included two 
large items of losses aggregating Rs. 2,72,118 sustained in preference 
shares of Allenberry and ordinary shares of Bharat Insurance. Tlic details 
of the purchases and sales of the shares are as under : (Exs. 240 & 501). 


A. Allenberry & Co. Ltd., Preference shares of Rs. 10 each (Ex. 240) Rs. 

Purchased 15,000 shares u/d 29-12-48 from Dalmia T. V. 2,55,000 

Investment Company Ltd. @ Rs. 17 
per share. 

Sold 15,000 shares u/d 13-5-59 to M/s Harbans T.V. 1,50.000 

Singh Mehta & Co., Share Brokers 
@ Rs. 10 per share. 

Loss on 1 5,000 .shars @ Rs. 6 per share 1 ,05,000 
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B. Bharat Insurance Co. Ltd. 'Ordinary shares of Rs. 100 each 

Rs. 

Purchased 

1,000 shares prior to 1-3-48 from M/s T.V. 
Harbans Singh Mehta & Co., Share 

Brokers @Rs. 95 per share. 

95,000 

Purchased 

1,350 shares on 30-6-48 from M/s Bharat T.V, 
Collieries Ltd., Dalmianagar @Rs. 100 
per share. 

1,35,000 

Purchased 

500 shares on 31-5-49 from M/s Mehta T.V. 
&Co., Share Brokers @Rs. 40-8-0 per 
share. 

20,250 

Purchased 

59 shares on 30-11-49 from M/s Dalmia T.V. 
InvestmentCo.tg! Rs. 70 per share. 

• 4,130 

2,54,380 

Sold 

460 shares on 16-2-50 to General Marketing T.V. 

Co. Ltd., @ Rs. 30 per share. 

13,800 

Sold 

600 shares on 1 6-2-50 to Premier Merchants T.V. 

Ltd. @ Rs. 30 per share. 

18,000 

Sold 

600 shares on 1 6-2-50 to Rashtriya Industries T.V. 
Ltd. @ Rs. 30 per share. 

18,000 

Sold 

619 shares on 26-2-50 to LESCO Ltd. T.V. 

@ Rs. 30 per share. 

18,570 

Sold 

30 shares on 28-2-50 to M/s Mehta & Co., T.V, 
Share Brokers @Rs. 29-12-0 per share. 

892 8 0 

Sold ^ 

600 shares on 28-2-50 to Mr. Roshan Lai T.V. 

18,000 


@ Rs. 30 per share. 

87,262 8 0 


Loss on 2,909 shares @ Rs. 57-7-0 approx. 1,67,117 8 0 

(Ex. 240) 

15,000 Preference shares of Allenberry (item A above) were sold by 
b.C.P.M. at Rs. 10 per share on 13-5-49 to Messrs Harbans Singh Mehta 
& Co,, Share Brokers who in their turn sold them to Bharat Insurance Co. 
at the same rate of Rs. 10 (Ex. 240). The 2,909 shares of Bharat Insurance 
Co. (item B above) were mainly sold to LESCO, General Marketing Co. 
Ltd,, Premier Merchants Co. Ltd., and Rashtriya Industries Ltd. Only 
600 shares and 30 shares were sold to one Rosharfal and the Share Broker, 
Mehta & Co. respectively. (Ex. 240). 

All the companies named above, which bought the shares of Allenberry 
and Bharat Insurance, were concerns under the effective control of the 
same set of persons who controlled the concerns Allenberry and Bharat 
Insurance whose shares were sold. 

Allenberry was a private Ltd. Company while the shares of Bharat 
Insurance Co. were not quoted on any Stock Exchange at the relevant 
time. 

The considerations for the purported sales in all these cases were 
debited in the relevant personal accounts in the books of D.C.P.M. and 
were not received in cash. The shares of Allenberry & Co. and Bharat 
Insurance Co. after their disposal by D.C.P.M. did not pass out of die 
hands of the persons who were in effective control of these concerns. 

Taking, the Bharat Insurance Co, shares, firstly, these were acquired by 
D.C.P.M. partly before 1-3-48 (1,000 shares) and partly during 30-6-48 
to 30-11-49 (1,909 shares). Out of the total purchase of 2,909 shares, 
1,350 were purchased @ Rs. 100 per share on 30-6-48 from Bharat 
Collieries Ltd., a concern within the same group. The last purchase was 
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of 59 shares from Dalmia Investment Co. Ltd., another concern within the 
same group on 30-11-49 @ Rs. 70 per share. Of the balance 1,500 shares, 
1,000 shares were purchased from Brokers, Harbans Singh Mehta & Co., 
and 500 shares from Mehta & 'Co. The relevant account and records of 
the former, which often acted as Brokers for share transactions of these 
persons and concerns inter se, are stated to be not available while the 
identity of the other broker is not known in absence of the accounts etc. of 
D.C.P.M. (Ex. 240). 

Out of the sales of D.C.P.M., 619 Bharat Insurance shares purchased 
by LESCO were again sold by this buyer company (LESCO) at cost as 
below : (Ex. 724). 

12-11-1951 .. .. .. .. .. 600 shares at Rs. 30 sold to S. P. Jain 

12-11-1951 .. .. .. ... .. 14 shares at Rs. 30 sold to R. K. Dalmia 

12-11-1951 5 shares at Rs. 30 sold to Durga Devi (wife of 

R. K. Dalmia). 

The subsequent movement of the balance of the shares after their sale 
by p.C-P'M. is not knotvn in the absence of the necessary particulars from 
the buyers companies, viz.. General Marketing Co. Ltd., Premier Merchants 
Ltd., and Rashtriya Industries Ltd., all of which were dissolved some time 
ago. Bharat Insurance Co., however, continued to be under the effective 
control of these persons even after the sales by D.C.P.M. 

As for Allenberry shares, 15,000 Preference shares sold to the Brokers, 
Harbans Singh Mehta & Co. were previously purchased by D.C;.P.M. on 
29-12-48 at Rs. 17 per share from Dalmia Investment Co. Ltd., another 
allied concern under the same control. The contract for the subsequent 
sale of these shares at Rs. 10 per share by D.CP.M. to the aforesaid 
broker was made on 18-3-1949 (Ex. 240). A further block of 15,000 Pre- 
ference shares was bought by the said brokers on the same date and at the 
same rate of Rs. 10 per share from Dalmia Investment Co. Ltd. and the 
entire block of 30,000 shares so purchased was simultaneously sold out by 
them at cost to Bharat Insurance Co. (Ex. 570) . Bharat Insurance Co. sold 
out the entire 30,000 Preference shares on 29-12-49 again at cost (that is, 
Rs.. 10 per share) to Govan Brothers Limited and the latter in its turn 
sold the shares on 30-9-1950 to D. L Aviation at the same rate of Rs. 10. 
D. J. Aviation finally sold the shares to Rashtriya Agencies Limited on 
31-12-51, at cost. 

All these buyers in succession are allied concerns controlled by the same 
set of persons (Ex. 463 and Ex. 889). All the 30,000 Allenberry Pre- 
ference shares were previously held by Dalmia Investment Co. Limited till 
29-12-1948 and were acquired by Bharat Insurance Co. on 18-3-1949. Thus 
although this entire block was intended to be transferred from one con- 
trolled concern to another, that is, Bharat Insurance Co., in about two and 
a half months time, a part of the holdings, namely, 15,000 shares were passed 
through the hands of an intermediary', D.C.P.M. thereby creating a 
substantial loss in its hands, (Ex. 889). 

29.653 shares out of this block vycre on a previous occasion purchased 
’and sold by Bharat Insurance Co,, at about Rs. 13-8-0 and Rs. 14-3-0 
per share on 30-4-45 and 31-12-45 respectively. (The delivery of the 
shares against the purchase was received from D.C.P.M. and that against 
the sale was given to Shanti Prasad Jain). After 1945, there was no ri.se 
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Even as late as 30-11-49, some of D.C.P.M,’s purchases were made at 
Rs. 70 per share. There was no precipitate fall in the intrinsic worth of 
Aese shares within- a short period of 2i months between 30-11-49 and the 
date of D.C.P.M.’s sales in the middle of February 1950 at Rs, 30 per 
share (Ex. 240). 

As discussed earlier, the accoimts of the company used to be fraudulently 
mampulated with a view to bring into existence artificial transactiops in 
shares, which were in fact never made, by merely passing necessary entries 
■^vith anterior dates in the books of the purported buyers and sellers con- 
cerned and for such purported transactions of the company the rates of 
purchases and sales of shares used to be manipulated to suit the purposes 
of the persons in effective control. The rates at which the sales were effected 
by D.C.P.M. and which resulted in heavy losses as mentioned above were 
similarly deliberately manipulated for extraneous considerations, namely, 
creation of losses as a set off against the profits of the company for the year. 

Shanti. Prasad Jain and J. Dalmia, have given practically the same 
replies in their written statements. They have not said anything regarding 
the fraudulent manipulations of the transactions which resulted in the crea- 
tion of fictitious losses but have merely stated that they had ceased to be 
Directors of D.C.P.M. from November 1947, and did not have even an 
indirect concern or interest in D.C.P.M. from and after 31st May 1948 on 
and from which date the D. J. Group stood dissolved. Shanti Prasad Jain 
has also added that he happened to purchase 600 shares in Bharat Insurance 
Co. Ltd. @ Rs. 30 per share in 1951 through M/s. Govan Brothers Ltd. 
and that he re-sold them at the same rate of Rs, 30 per share, again throu^ 
M/s. Govan Brothers, in 1953. The name of the subsequent buyer however 
was not given by him. 

As will be seen, the losses were largely due to the company being made 
to sell its investments acquired a few months earher at unremunerative prices. 
If the prices paid at the time of purchase are an indication of the intrinsic 
worth of the shares, which were otherwise not being quoted, no valid reason 
can be found for the disposal of the same shares at drastically cut prices if 
the sales were genuine transactions. The Allenberry Preference shares pur- 
chased (g Rs. 17 per share on 29-12-48 could not have fallen so heavily 
by 18-3-49 so as to be sold (g Rs. 10 on that day, espedally when even its 
ordinary shares maintained their selling rate at Rs. 10 per share throughout 
the period 31-12-47 to 18-3-49. 

The shares of Bharat Insurance Co. also, which were purchased as late 
as 30-11-49 (g Rs. 70 per share, together with other shares purchased at 
still higher rates earher could not have been sold in February 1950 (i.c. 
within 21 months) at a ridiculously low price of Rs. 30 per share if the 
sales were genuine. 

The charge contained in the Statement of Matters, that sales of the 
shares of Allenberry & Co, Ltd. and Bharat Insurance Co, Ltd. were shown 
in the books of D.C.P.M. as ha\Tng been made fraudulently at rates far 
below their cost price in the hands of the company with the object of artifi- 
cially reducing the profits of D.C.P.M. for the year 28-2-1950 is thus proved. 

The gain sought to be made by D.C.P.M. was approximately Rs. 1,00,450 
as that represents the amount of the Income-tax intended to be evaded. This 
gnin w'ould have gone to the D. J. Group and ultimately to R. Dalmia as the 
sole beneficiary of the company. 
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Drums and Pipelines, (See Allenberry’s Ch. I, Pt. 3, Vol. IV). Besides 
this profit, the company earned Rs. 30,96,793 in its regular trading activities. 
(Ex. 238). The company, moreo3'er, realised a gain of Rs. 21,20,582 on 
the sale of Nahur land and appreciation of buildings (See D.C.P.M., 
Chapter 9) and received compensation of Rs. 46,90,000 for premature 
termination of the Selling Agencies of the two cotton mills (S.S.B. Mills 
and M.D.M. Co. Ltd.) held by it. (See S.S.B. and M.D.M., Chapter 4). 

In spite of the above profits and gains of over a crore of rupees, the 
company’s audited profits and loss account for the year showed a net profit 
of 1^. 57,51,824 only which meant that the company’s normal trading activi- 
ties resulted in a net_ loss for the year. (Ex. 238). This net profit of 
Rs. 57,51,824 was arrived at after adjustment of big items of expenses, 
interest payment, bad debts etc. and also of a net loss “on sale of investments'’ 
of Rs. 43,62,565. 


The net loss of Rs. 43,62,565 is made up of — 






Loss 

Profit 

Net loss 

On sale of investments . . 

•• 

•• 

•• 

24,15,833 

1,753 


On sale of securities 

•• 

•• 

•• 

— 

83,630 


On dealing in shares 

•• 

•• 

•• 

50,25,420 

74,41,253 

29,93,305 

30,78,688 

43,62,565 


The above loss of Rs. 24,15,833 on sale of investments included a loss 
of Rs. 22,24,260 made up of three large items of losses sustained in ordinary 
shares of Madhusudan Mills, Dalmia Investment Company and Gwalior 
Bank. [Of these, Dalmia Investment Company and Gwalior Bank were 
controlled by the same persons who controlled D.C.P.M. at the relevant time]. 
The details of the purchases and sales of these investments are as under : 


(A) Madhusudan Mills Ltd., Ordinary shares of Rs. 100 each 


Purchased 

5 400 shares on 30-10-1948 from National 
’Finance Ltd., @ Rs. 400 per share. 

T.V. 

Purchased 

1 125 shares on 14-12-1948 from National 
’ Finance Ltd., @ Rs. 400 per share. 

T.V. 

Purchased 

800 shares on 14-12-1948 from M/s. N.C. & 
D.C. Ltd., @ Rs. 406/4/- per share. 

T.V. 


7,325 


Sold 

7 325 shares on 19-1-51 through Seth 
’ R. Dalmia @ Rs. 145 per share. 

Loss on 7,325 shares @ Rs. 255/10/- per 
share. 

T.V. 


Rs. 

A. 

r. 

21,60,000 

0 

0 

4,50,000 

0 

0 

3,25,000 

0 

0 

29,35,000 

0 

0 

10,62,125 

0 

0 

18,72,875 

0 

0 
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by him at the same rate to Express Newspapers Limited which in its turn 
simultaneously sold them again at the same rate to National Investment 
Trust Limited. (Exs. 896 & 895). 

National Construction and Development Limited and National Finance 
Limited (which companies origmahy sold the shares to D.C.P.M.) and 
National Investment Trust Limited (which ultimately re-purchased them 
from D.C.P.M. were all concerns controlled by Yodhraj Bhalla. It would 
appear from the facts stated later that the D. J. Group acquired control of 
the Punjab National Bank sometime before May 1948. 

Prior to that the Punjab National Bank was also imder the control of 
Yodhraj Bhalla who was the manager and the Chairman of the Bank [See 
the Calcutta Stock Exchange Year Book 1951 (Ex. 887)], A big block of 
shares of this Bank were held by him and the aforesaid three companies. 
(See the Registrar’s records — ^Ex. 887]. The camp address of all these three 
companies in 1948 was 12, Hailey Road, New Delhi, which was also the 
address of Yodhraj Bhalla and of the Punjab National Bank. The subse- 
quent address of these- three companies was 72 or 74 Janpath, New Delhi, 
where many other concerns of the BhaUa Group were located (Ex. 887). 

Yodhraj Bhalla was the Director of the National Construction and Deve- 
lopment Co. Ltd,, in 1948 and held 2,000 shares in it during 1948 to 1952. 
(Exs. 886, 892 and 893). Big blocls of its shares were held by National 
Investment Trust Limited, National Finance Ltd. and the Punjab National 
Bank Limited during 1948 to 1952. (Exs. 884, 885, 890, 891, 894 & 895). 
14,750 sh^cs out of the total share capital of 49,603 ordinary shares of 
National Finance Limited were at one time held by National Constructions 
and Development Company Limited. (Ex. 885). 

Some of the very close relations of Yodhraj Bhalla and persons connected 
with him, namely, those listed below had been Directors, Managers, and/or 
Secretaries of National Construction and Development Co. Limited and 
National Finance Co. Limited (Ex. 886). 


Name of the persons Relationship or Name of the Company, 

connection bow connected with it 


1. Lalla Rain Prasad 

2. N. C. Malhotra . . 

3. S. K. Nanda 

4. Mis. Shanti Malhotra 


. . Father-in-law of N.C. & D. Corporation Dd., 
Bhalla. Director. 

. . Brother of Bhalla’s Do. Sccrctao’ 

wife, 

, , Son of Bhalla’s Do, Director 

sister. 


, , Wife of Ramesh National Finance Co. Ltd,, 
Chandra, the Director, 

brother of Bhalla’s 
wfc. 


The Madhusudan Mills Ltd., whose shares purport to have been bought 
nnd sold by D.C.P.M. was also a concern of the Bhalla 'Group. The Regis- 
tered Office of the Mill company though originally at Bombay, had been 
located at 72, Janpath, New Delhi, for a long time (Ex. 888). The National 
Construction and Development Co, and National Finance Co. had substantial 
holdings in tills mill company. The sanct^n of the High Court had already 
been obtained by the mill company for its amalgamation with the National 
Investment Trust Ltd., from 1-7-57. (See the Registrar’s records and audited 
accounts of the company for the year ending 30-6-58 — ^Ex. 888). 
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The 7,325 shares of the Bhalla Group concern of Madhusudan Mills had 
always been in the hands of one or the other of the concerns of this Group, 
except for a short period from 30-10-48 to 19-1-51, when in course of a 
chain of supposed transactions, these shares moved through the hands of 
D.C.P.M., thereby creating in its hands a substantial loss of Rs. 18,72,875. 
The entire loss purporting to have been sustained by D.C.P.M. ultimately 
reached the hands of some of the Bhalla Group concerns. 

It may be mentioned jn this connection that a sum of Rs. 18,50,000 was 
deposited by D.C.P.M. ■with the National Investment Trust Ltd., during 
16-6-48 to 24-8-48 and this deposit, which was a non-interest bearing one, 
was adjusted on 30-10-48 against the sale price receivable by the National 
Finance Ltd. from D.C.P.M. for the earlier sale of Madhusudan Mill shares 
as mentioned earlier. (Ex. 891 and Ex. 1068.) 

There are sufBcient materials on record to show that the aforesaid chain 
of transactions in 7,325 shares of Madhusudan Mills Ltd. were not made in 
the normal course of business but were iraudulenily brought into existence, 
with a view to create an artificial loss of Rs. 18,72,875 to D.C.P.M. with a 
set purpose. The purpose as vfill appear from facts to be stated later, was 
to cloak the payment of an equivalent amount by D.C.P.M. to the Bhalla 
Group in consideration of their having agreed to transfer a big block of shares 
of the Punjab National Bank Ltd., together with the controlling interests 
attached thereto to Shanti Prasad Jain’s concern, Ashoka Marketing Ltd. 

These supposed purchases of the Madhusudan Mills shares were made by 
D.C.P.M. at rates much higher than those quoted at the relevant time as 
indicated below : 



Purchase of D.C.P.M. 


Market Rate 

A. 

Date 


Rate 

Date 

Quoted Rate 

30-J048 

14-12-48 

14-12-48 


Rs. 

400 per share 
400 

406 

28-1048 

9-1248 

9-1248 

R-s. 

223 12 0 per share 
211 4 0 

211 4 0 


[See “Commerce” dated 30-10-1948 and 11-12-1948] 


It may be pointed out that the above purchase rates were ex-dividend rates 
(Exs. 891 & 893), and Dividend @ 15% for the year ended 30-6-48 was paid 
on these shares on 21-2-49, i.e., within a few months after the purchase of 
the shares. (Exs. 891, 893 and Commerce dated 30-10-48, 11,12,48 and 
20-1-51.) 

Thus the purported purchase price payable by D.C.P.M. included a very 
substantial amount for some consideration other than the prevailing market 
value at the relevant time. 

The total share capital of Madhusudan Mills Ltd. at all material times 
was 'made up of 28,000-A Ordinary shares of Rs. 100 each and 18,000-B 
Ordinary shares of Rs. 20 each. Thus the holding of 7,325-A Ordinary 
shares tliat purport to have been purchased and sold by D.C.P.M. per se, 
was not a controlling block of shares. 

D.C.P.M. and other D. J. Group concerns did not hold any shares in the 
Mills Company at the time of the purported purchase. Thus the 7,325 share*. 
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purchased by D.C.P.M. could not have constituted a controlling block of 
shares of the Company in the hands of the D. J. Group. In fact, the controlling 
interest in the Mills company did not pass into the hands of the D. J. Group 
or R, Dahma, J. Dalmia & Shanti Prasad Jain at any time during the period 
when its 7,325 shares purported to have been held by D.C.P.M. (/.c., from 
the end of 1948 to the beginning of 1951). None of the members of the 
D. J. Group or their relations or other persons connected with them even 
became the Directors of the Mills Company at any time during the said 
period. 


Bhadani Brothers Limited, were the Managing Agents of the Mills Com- 
pany in 1948. The _Mana^g Director of the Company beriveen 1948 and 
1952 was Devvan Dina Nath, a person closely connected with the Bhalla 
Group CEx. 888). It will thus be seen that a very substantial amount of 
the purchase price paid by D.C.P.M., over and above the market value of 
the shares at the relevant time, could not have represented any consideration 
for acquisition of any interest m the control and management of the company. 

The 7,325 shares of the Madhusudan Mills purport to have been sold 
by D.C.P.M. on 19-1-1951 at Rs. 145 per share. The market rate quoted 
at the relevant time, Avas Rs. 147-8-0 per share. [See “Commerce dated 
20-1-1951.] This purported sale at die aforesaid rate as already stated, 
was made through several intermediaries to a concern of the Bhalla Group 
again, the group from wdiich these shares were originally purchased at rates 
much higher than the then market rates. 


Madhusudan Mills Limited whose shares were purported to have been 
sold as above at a huge loss was regularly paying dividend on the shares 
till the time of the purported sale by D.C.P.M. Dividends were declared 
as below : — 


30 - 6-45 

30 - 6-46 

30 - 6-47 

30-648 

30 - 6-49 


18 - 12 - 0 % 

15 % 

10 % 

15 % 

7 - 8 - 0 % 


[Commerce dated 30-10-1949, 11-12-1948 & 20-1-1951.] 


It wiU thus be seen that the big loss in the Madhusudan Mills shares 
arising from the purported payment of an inflated purchase price was really 
paid to the Bhalla Group of concerns not as a result of any genuine rise 
in their intrinsic worth at the time of the purchase but for extraneous 
considerations. The aforesaid dividend at li% for the year ending 
30-6-49 was declared during the period when the shares were held by 
D.C.P.M. (that is, from 30-10-48 to 19-1-51). But D.C.P.M. did not 
collect any dividend on its holdings during any of the years ending 28-2-1949 
to 28-2-1951 (Exs. 571 to 574 and Ex. 577). Thus, though the 7,325 
shares purport to have been purchased and sold by D.C.P.M. they were not 
held by it beneficially during the intervening period. This indicates that 
the relevant transactions between the parties concerned were not genuine. 

As stated earlier, the Punjab National Bank Ltd., was at one time a 
concern under the control of the Bhalla Group. Yodhraj Bhalla was a 
regstcred shareholder of the Bank and was its General Manager and 
Chairman in 1948 and thereafter till at least the time of the purported sale 
and purchase of the 7,325 Madhusudan Mills shares. (Ex. 887). He. 
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together with the afores^d concerns of National Construction and Develop- 
ment Co. Ltd., National Finance Ltd., and National Investment Trust Ltd., 
held 31,925 shares of Es. 100 each out of the total of 87,500 shares of the 
bank in August, 1948 (Ex.' 887). 

The National Investment Trust itself held 27,042 shares at that toe but 
this company, as would appear from discussions later, had gone into the 
control of the D. J. Group by May, 1948. Yodhraj Bhalla and the above 
mentioned companies held 127,756 shares of Rs. 25 each including the 
National Investment Trust’s holding of 108,224 shares out of the total of 
350,000 shares in 1949, i.e., after the sub-division of the ordinary shares 
of 100 each into the shares of Rs. 25 each. 

Their holdings continued to be substantial even after 1949. (Ex. 887). 

The above-mentioned National Investment Trust Ltd., which ultimately 
bou^t the 7,325 shares of Madhusudan Mills from the D.J. Group in 
1951, held 27,042 shares of the Pimjab National Bank Ltd. in 1948, and 
subsequently 108,224 sub-dividend shares of Rs. 25 each, and similar 
big blocks in 1949 and thereafter (Exs. 884, 887, 1067 and 100). 

This Company, simultaneously with its purchase of 7,325 Madhusudan 
Mills shares on 19-1-51 from D.C.P.M., through intermediaries, sold otit 
116,214 shares of the Punjab National Bank Ltd., (out of the said block) 
to Express Newspapers Ltd., for Rs. 35,83,857 in terms of an agreement. 
The purchase consideration payable by the company for the Madhusudan 
Mills shares was adjusted against the above sale consideration of the 
Punjab National Bamr shares (Ex. 895 and Ex. 1067). 

The Express News Papers Ltd., in its turn sold out later this block of 
the Punjab National Bank shares (together with some more shares) to 
Ashoka Marketing Ltd., a concern under the control of Shanti Prasad Jain 
(Ex. 1067). 

The date of the relevant sale bill is 31-8-1951, but the actual date of 
the contract for sale has not been furnished by Express News Papers Ltd. 
(The agreement relating to the deal in Punjab National Bank shares between 
National Investment Trust Ltd., and Express News Papers Ltd., has also 
not been produced.) 

It may be mentioned in this connection that the Punjab National Bank 
Ltd., as already shown in our discussions on “Inter-company Transfers — 
Borrowings, Loans and Advances” in Chapter TV, was under the control of 
the D.J. Group from before 31st May 1948, the alleged date of the dis- 
solution of the Group. They exercised such control in view of the fact that 
out of the share capital of 87,500 undivided ordinary shares of Rs. 100 
each of the bank in 1948, the Group owned a big block of 13,743 shares 
worth Rs. 60,91,585 since before May 1948 ' (Ex. S. 75 and 
Ex. J. 24/945). Moreover, they controlled at that time the company, the 
National Investment Trust Ltd., which held another substantial block of 
Punjab National Bank shares, as already stated (Ex. S. 75 and Ex. 1069). 

S. R. Srivastava, a Director of D.C.P.M. from 15-1-49 became a Director 
of die National Investment Trust Ltd. on 15-2-48 (Ex. 884). 

Subsequendy, however, this National Investment Trust Ltd., ceased 
to be a company in the same group as the other companies under the 
control of R. Dalmia, J, Dalmia and Shanti Prasad Jain (Ex. 1069). It 
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became a company of the Bhalla Group at the time when it finall}'^ sold its 
big block of Punjab National Bank shares to Ashoka Marketins Co.- Ltd. 
in August 1951, as indicated above. 

It is in evidence (fix. J. 24/945) that R. Dalmia, and J. Dalraia 
between themselves continued to hold the other block of 13,743 undivided 
shares of the bank till August 1951 and even thereafter. 

Thus the big controlling block of shares in the Punjab National Bank 
owned by National Investment Trust Ltd. passed from the Bhalla Group , 
into the hands of Ashoka Marketing Co. Ltd., which was then under the 
control of Shanti Prasad Jain, towards the beg innin g of 1951, thdt is some- 
time after the close of the deal in the 7,325 Madhusudan mills shares on 
19-1-1951. It therefore follows that the entire chain of transactions with 
the D. J. Group pertaining to the Madhusudan Mills shares were not made 
in the normal course of business, but were fraudulenfly brou^t into existence 
with a view to create an artificial loss to D.C.P,M. for the following 
purposes ; 

(a) To cloak the payment of at least an equivalent amount by 
D.C.P.M, to the Bhalla Group in consideration of their having 
transferred the controlling blocks of shares and/or the control- 
ling interest in the Punjab National Bank Ltd., to Ashoka 
Marketing Co. Ltd. 

(b) To utilise such loss as a set off against the profits of D.C.P.M. 
for the relevant period of account. 

Of the various persons to whom the D.C.P.M. Statement of Matters in 
respect of FRAUD SECTION ‘P was issued, detailed replies were received 
from Shanti Prasad Jain alone. 

R. Dalmia did not send any reply while J. Dalmia stated in his written 
Statement diat he was not concerned with any of the transactions entered 
into by D.C.P.M. after 31st May 1948. He denied that there was any 
D.J. Group or D.J. Group concerns from and after 31st May 1948 and that 
being fte position, fie added, there was no question of the D.J. Group 
seeking to make any alleged gain for itself as referred to in Section T. 

Shanti Prasad Jain replied on similar lines, but also added that as far 
as transaction (a) relating to the Madhusudan Mills shares was concerned, 
the appointment of Shriyans Prasad Jain, Shital Prasad Jain, Shanti Prasad 
Jain and Ashok Kumar Jain, in 1952 and thereafter, as Directors of 
Punjab National Bank Ltd. had nothing to do with the D. J. Group which 
had already ceased to exist from and after 31st May 1948, According to 
him the aforesaid appointments and the purchase of a large block of shares 
in the Punjab National Bank Ltd. by Shanti Prasad Jain and/or his asso- 
ciates in 1951 and/or thereafter had nothing to do with the purchase or sale 
of the Madhusudan Mills shares by D.C.P.M. 

He took a similar stand during the course of his oral evidence before 
the Commission when he denied any knowledge of the purchase or sale 
transactions of these shares. He gave the following replies to the questions 
put to him by Shri Petigara, Counsel of the Commission : 

Q. “Do you know if 7,325 shares of Madhusudan Mills wpre 
nurchased or purported to be purchased by’ D.C.P.M. during 
the period 31-10-48 and 14-12-48 ? 



615 


A, I have no knowledge of any purchase by D.C.P.M/ between 
October' 1948 and December 1948 and also I have no 
knowledge in respect of the purchase of the said shares. 

Q. Were these shares subsequently sold on 19-1-51 to R. Dalmia? 

A. I have no knowledge either of the sale of Madfausudan Mills 
shares by D.C.P.M. on 19-1-51 or of the purchase of the said 
shares by R. Dalmia on die said date. 

. Q. Do you know that the sales resulted in a loss or a deficit of 

Rs. 18,72,875? 

A. I have no knowledge what loss, if at all, the said transaction 
resulted.” 

Of the three members of the D. J. Group, Shanti Prasad Jain alone went 
into the witness box before the Commission but he did not throw any 
furdier light on these transactions. 

Thus nothing has been said by any of the persons to whom the State- 
ment of Matters in respect of these transactions was issued regarding their 
genuineness and there has been no attempt to rebut the allegations contain- 
ed in the charge by evidence. In fact Shanti Prasad Jain admitted that a 
la^e block of shares of the Punjab National Bank Ltd., was purchased by 
him in 1951 and/or his associates. 

As stated earlier, during the period these Madhusudan Mills shares 
remained with D.C.P.M., they were not held by it beneficially. They 
were purchased in October/December 1948 from the Bhalla Group at 
abnormally high rates, much higher than the market rate, and were sold back 
to the said Group in January 1951 at rates lower than the market rates. 
The reasons for this can only be extraneous ones. 

In spite of the denial in a general way by Shanti Prasad Jain of tliese 
allegations saying that the purchase of the Punjab National Bank shares 
and resale of Madhusudan Mills shares, both in 1951, were two independent 
transactions and were not interconnected, the fact remains that the control- 
ling block of shares in the Punjab National Bank Ltd., passed from the 
Bhalla Group into the hands of a concern of Shanti Prasad Jain towards 
the beginning hr 1951, that is, sometime after the close of the deal in 
7,325 shares in 1951. This obviously involved payment of a large sura for 
the controlling interest attached to the shares in the Punjab National Bank 
Ltd. But Shanti Prasad Jain has not explained at any stage as to how the 
consideration therefor was paid by him and/or his associates. 

The entire chain of transactions with the D. J. Group pertaining to tlie 
Ma^usudan Mills shares were thus .not made in tlic normal course of 
business but were fraudulently brought into existence with a view to create 
an artificial loss to D.C.P.M. and were obsdously intended to cloak the 
payment of at least an equivalent amount by the D. J. Group to the Bhalla 
Group in consideration of their having agreed to transfer the controlling 
blociffi of shares and/or controlling interests in the Punjab National Bank 
Ltd., to Ashoka Marketing Co. Ltd., one of Shanti Prasad Jain’s concerns. 
The artificial loss was also utilised as a set off against profits of D.C.P.M. 
for the relevant period of account. 
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Dealmg next .with the transactions (b) and (c) pertaining to the shares 
of Dalmia Investment Co. and the Gwalior Bank. The sale' of these shares 
was made respectively to Ashoka Marketing Co. Ltd., and Rashtriya 
Investment Ltd. (Ex, 240). These concerns were also under the control 
of the same persons who were in control of D.C.PM. The two companies, 
\yhose shares were sold, were also under the same control at the material 
time. (Of these, Dalmia Investment Co. was a private limited company.) 

These sales were in large quantities (35,890 shares of Dalmia Investment 
Co. Ltd., and 91,489 shares of Gwalior Bank) and would have gone a 
long way towards constituting in the hands of the acquiring persons, a 
controlling block of shares, or veiy near it, of the companies concerned. 

The block of Dalmia Investment shares was purchased by D.C.P.M. 
on 31-7-48 at Rs. 10 per share from Bharat Collieries Ltd. (Ex, 240 and 
Ex. 579). Bharat Collieries Ltd., had previously purchased these shares 
at the same rate from D.C.P.M. itself as below : 

17,000 shares 
8,600 shares 
10,290 shares. 

(Ex. 579 & Ex. 240) 

Dalmia Investment Co. Ltd.', after the acquisition of its shares on 
13-6-50 by Ashoka Marketing Co. Ltd., at Rs. 2 per share continued to be 
under the same control though under the changed name of Rishab 
Investment Ltd. 


On 28-2-45 . . 

On 31-10-46 .. 
On 31-12-46 .. 


The Gwalior Bank shares, sometime after their acquisition by Rashtriya 
Investment Ltd., passed into the hands of D, J. Aviation Ltd., another 
concern under the same control on 29-4-50 at die very same rate 
of Rs. 2 per share (Ex. 240). D. J. Aviation Ltd., sold this entire block 
of shares back to D.C.P.M. on 28-2-51 (70,000 shares) and on 12-11-51 
(21,489 shares) at cost (that is, at Rs, 2 per share). The Gwalior Bank 
continued to be under the same control till its liquidation and dissolution. 


Even if we assume that there was a fall in the intrinsic value of the shares 
by the dates of their sales by D.C.P.M., their sale value would be much 
hi^er than the prevailing market value in view of the fact that they 
constituted controlling blocks in the hands of both the buyer and seller. 


Tlie sale considerations in all these cases were debited in the relevant 
.personal accounts and were not received in cash. Tlie shares of Dalmia 
Investment and the Gwalior Bank, after their _ disposal by D.C.P.M,, did 
not altogether pass out of the hands of R. Dalmia and/ or D. J. Group. 


In explaining transaction (c), J. Dalmia stated in his written statement 
that he was not concerned with the affairs of D.C.P.M. from and after 31st 
Mav 1948 Shanti Prasad Jain has also stated the same thing. R. Dalmia, 
as kated earlier, sent no reply. Thus the allegations relating to transac- 
tion (c), pertaining to the Gwalior Bank shares, remain unrebutted. 


As for item (b) relating to the shares of Dalmia Investnient Co. Ltd., 
Shanti Prasad Jain stated that the price paid by Asholm Markcung Co. 
Ltd., to D.C.P.M. for the shares of Dalmia Investment <J. Ltd., was fair 
and reasonable because the shares in Dalmia Investment Co. Ltd., were o 
the face value of Rs. 3,56,900 only as against the total paid-up capital of 
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any way involved in these share transactions. At no time did Virendra Singh 
Chordia hold any power of attorney from -the company, nor was he autho- 
rised to deal in shares on behalf of D.C.P.M, (Ex. 240). 

Shri Chordia is the brother-in-law of R. Dalmia (his wife’s brother) 
His address as ^ven in the letters from the broker firm forwarding the 
statements and contracts was — 

“C/o. Seth Ram Krishna Dalmia, 

. 3, Sikandra Road, 

New Delhi.” " 

R. Dalmia used to carry on his personal speculation business in shares 
either himself or through G. L. Ch'okhani or others at Bombay and Calcutta 
iSee the , evidence of P. S. Chokhani or others at Bombay and Calcutta 
dealings though done in the account of R. Dalmia and/or others were fraudu- 
lently recorded and accounted for in the books of the D.C.P.M. as its own 
business with a - view to saddle the company with the net loss which 
ultimately arose therefrom. 

No replies to the above allegation were received from any of the persons 
to whom the D.C.P.M. Statement of Matters was issued in this regard, and, 
therefore, these allegations stand unrebutted. 

The gain sought to be made by D.C.P.M. as a result of the transactions 
(«)j (h)» (c) and (d) discussed above, was Rs. 9,69,429 approximately 
representing the amount of income-tax that would otherwise have been 
payable by the company; and the gam to the D J. Group and R. Dalmia 
would be about the same. ' 

Only Shand Prasad Jain and J. Dalmia replied to the Statement of 
Matters in detail on the merits. We have dealt with their replies earlier. 

As for responsibility, both J. Dalmia and Shanti Prasad Jain ceased to 
be directors of D.C.P.M. wth effect from 3-11-47 and 1-11-47 respectively. 
Since all the impugned transactions were put through long thereafter, 
they cannot be held directly responsible. The purchase of Madhusudan 
Mills shares at an inflated price, which ultimately resulted in a loss of 
Rs. 18,72,875, were purported to have been initiated on 30-10-48 and 
concluded on 14-12-48. Also the deposits aggregating to Rs. 18,50,000, 
which were later adjusted against the said inflated purchase price of the 
shares, were made by D.C.P.M. between the period 16-6-48 and 24-8-48. 
Therefore Ae members of the D. J. Group particularly R. Dalmia must be 
held responsible. 

Regarding R. Dalmia, as we have already stated while dealing with his 
responsibility in regard to the transactions referred to in earlier sections, 
he was in over-all control of the company throughout. FurUier, the benefit 
resulting from the transactions would have gone to the D. J, Group and 
ultimately to R. Dalmia as the sole beneficiary of the company, 

S. R. Srivastava, P. S. Patke and M. K. Roy were the Directors of the 
Company and also sinned the balance sheet pertaining to the year ended 
28-2-51 as Director. They cannot escape tlicir responsibility for neglecting 
their duties. Similarly H. D. Bishnoi also cannot escape his responsibility, 
since he was a Director of the Company at the time when the purported 
purchases of the Madhusudan Mills shares at an inflated price were made. 
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CHAPTER XV 


LIQUIDATION, TRANSFER OF ASSETS AND DESTRUCTION OF 
BOOKS AND RECORDS 

After achieving the objects with which we have dealt in earlier chapters, 

R. Dahnia decided that it was time that the Corporate existence of D.C.P.M. , 
should be put an end to, so the Company was taken into voluntary 
liquidation. 

The liquidation of D.C.P.M., the transfer of its assets and liabilities 
to a sister Company, the Delhi Glass Works Ltd., and thereafter destruction 
of its books and records was in consonance with the pattern followed in th& 
case of a numbei; of other companies. This was with a view to avoid 
and/or obviate possible proceedings. Civil and/or Criminal, as a result of 
the investigation into its affairs under Section 138 of the Indian Companies 
Act, 1913,- 

In 1948, D.C.P.M. was appointed selling agents of S.S.B. Mills and 
M.D.M. Co. Ltd., which had earlier been acquired by the D. J. Group. - 
These two companies had about Rs. 90 lakhs as accumulated reserves 
and profits at the time of the acquisition. In February 1951, Rs. 46,90,000 
was paid by S.S.B. Mills Ltd., and M.D.M. Co. Ltd., to D.C.P.M. as com- 
pensation for the alleged breach of the selling agency agreements. By this 
device D.C.P.M., and through D.C.P.M., R. Drdmia, got the benefit of the 
aforesaid sum of Rs. 46,90,000 without having to pay tax thereon, since 
compensation was not liable to tax at that time in the hands of the recipients. 

The services of Shriyans Prasad Jain who had been appointed in 1943 
as officer-in-charge of D.C.P.M., (Bombay Office, were terminated in 
November, 1949, and compensation of Rs. 7 lakhs was paid to him for the 
unexpired period of 18 years 4 months for premature termination of liis 
services. By this device Shriyans Prasad Jain received the aforesaid sum 
without having to pay any tax. 

Again by an Agreement, dated 30th December 1950, D.C.P.M. fraudu- 
lently and coUusively made a profit of Rs. 21,19,586 on the sale of the 
Nahur Land to Bharat Insurance Co. Ltd., as discussed elsewhere in this 
report. In Bharat Insurance Co. Ltd., ffie investing public and policy 
holders were interested whereas in D.C.P.M. tlie D. J. Group and later 
R. Dalmia were wholly interested. 

In April 1951, the Re^strar of Companies started making enquiries 
from D.C.P.M. sfKcially in respect of the payment of compensation of 
Rs. 7 lakhs to Shriyans Prasad Jain and also other items. 

In or about July 1951, D.C.P.M. became indebted to D. J. Airways 
to the extent of Rs. 3,43,78,924. Of this amount, Rs. 2,44,25,417 was 
made repayable without interest in 19 annual instalments of Rs. 17,50,000- 
the first instalment was to commence in October 1956. (Ex. 5). ’ 

In December 1951, S.S.B. Mills and M.D.M. Co. were taken into 
liquidation. (Exs. 487 & 506). 
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^ 1952, both D.C.P.M. and D. J. Aviation were converted from 

Fubhc Limited Companies to Private Limited Companies (Exs. 220 & 2’^3) 
J™? D. J. Airways Ltd., was taken into voluntaryliquidaiion 
and ohn C. P. Lai was appointed as Voluntary Liquidator. In August 1952 
Government appointed Inspectors under Section 138 of the Indian Companies 
Act, 1913, to investigate into the affairs of D.C.P.M. for the three years 
commencing from 1st March 1948 to 28th February 1951. (Ex. 240). 

On 4tli September 1952, Rashtriya Financial Corporation was taken 
into voluntary liquidation. The Voluntary Liquidator of D. J. Airv-ays sub- 
mitted a scheme to the Court under Sections 153 and 153A of the Indian 
Companies Act, 1913, under which the assets and liabilities of D. J. Ainvays 
were to be transferred to D. J. Aviation in lieu of which D, J. Aviation agreed 
to pay to die shareholders of D. J. Airways a sum of Rs. 5-4-0 per share 
immediately or a larger amount spread over a number of years. The scheme 
was approved by the Court on 12-2-1953. Against the amount of 
Rs. 3,43,78,924 due by D.C.P.M. to D. J. Airways, D.C.P.M. paid Rs. 25 
lakhs to the liquidator of D. J, Airways and the balance of Rs, 3,18,78,924 
was transferred to D. J. Aviation pursuant to the scheme. 

Of this amount, Rs. 2,44,25,417 was, as indicated earlier, payable 
without interest in annual instalments of Rs. 17,50,000. The fiist instal- 
ment was payable in October 1956 (Exs. 5 & 5A). Against the amount of 
Rs. 3,18,78,924 due by D.C.P.M, to D. J. Aviation a sum of Rs. 2,13,67,226 
was adjusted in respect of the assets transferred by D.C.P.M. to D. J. Aviation 
Ltd. This reduced the liability of D.C.P.M. to a sum of Rs. 1,05,11,697-7-0 
against which an entry was passed in the books of D, J. Aviation on or 
about 17-2-53 for Rs. 98,77,577-6-10 in resp^t of ‘loss on settlement of 
claims’. This loss on settiement of claims constituted a profit to D.C.P.M. 

On 18-2-1953, a meeting of the shareholders was convened by waiving 
the formal notice period of 21 days. At this meeting a special resolution 
was passed taking D.C.P.M, into voluntary liquidation. D. A. Patel was 
appointed as Voluntary Liquidator bn a remuneration of Rs. 500 (Exs. 225/1 
& 537). The Voluntary Liquidator was also given a general authority 
to enter into an agreement on such terms as he considered proper under 
Section 208C of the Indian Companies Act, 1913 or in the alternative to take 
steps for obtaining the sanction of the Court to an arrangement by way 
of reconstruction, amalgamation or otherwise under Sections 153 and 153A 
of the Indian Companies Act, 1913. (Ex. 225/1). 

By a resolution, dated 21st March 1953, the Liquidator was further 
armed with the powers given xmder clauses (d), (e), (/) and (/i) of 
Section 179 and also aU the (Ex. 233/1) powers under Section 234 of tiie 
Indian Companies Act, 1913. (Exs, 233/1 & 2). 

On 27th March, 1953, a petition was made by D, A. Patel, Voluntary 
Liquidator to the District Judge under Sections 153 and 153A of the Indian 
Companies Act, 1913 (Exs. 233/1 & 2). In the petition, an arrang(> 
ment was proposed betu'cen D.C.P.M. and its members to amalgamate it 
witli Delhi Glass Works Ltd., a sister concern and to dissolve D.C.P.M. 
without winding up. At an extraordinary general meeting of the Delhi 
Glass Works Ltd. which w'as called^ on 25th March, 1953, the proposed 
scheme \V3S placed before the meeting and the same was approved by its 
shareholders. Mr. Jain, General Manager, Delhi Glass Works Ltd., was 
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authorised to get the aforesaid scheme implemented and to sign all docu- 
ments, papers, notices etc. On or about 26-3-53, D. A. Patel, Voluntary 
Liquidator, filed an aiBBdavit stating that according to the books of D.C.P.M. 
there were no creditors of D.C.P.M. nor was there any claim upon D.C.P.M. 
by any person claiming to be so; and that the liquidation expenses were 
not likely to exceed Rs. 5,000, (Ex. 233). 

On 31-3-53, the Court ordered that a General Meeting of the share- 
holders of the company be held on 14th April 1953, and also that three 
separate meetings of each class of the shareholders be held on the same day 
to consider fte scheme, 

Dalbir Singh, Advocate was appointed as Chairman of the said meetings. 
(Ex. 233). 

All the four meetings were held on 14th April, 1953. They were 
attended by the following, (Exs. 603, 201 & 592) : 


(A) General Meeting of all the shareholders : 


1. R, Dalmia 

, Pref. 

19,082 

Presented by his 

Ordy. 

197,200 

proxy S. N. 


Defd. 

359,000 

Dudani 

2, M/s. Govan Bros. Ltd. 

. . Pref. 

5,000 

Represented by 
R. P. Gurha 
{Vide authority 
resolution). 

3. R. P. Gurha 

. . Pref. , 

Ordy. 

Defd. 

830 

1,100 

140,000 

Present in person. 

4. P. S. Patke 

. . Pref. 

88 

Do. 


Ordy. , 

300 


5. S.N. Dudani 

. . Pref, 

—r 



Ordy. 

1,000 

Do. 


Defd. 

1,000 

• 


(B) The same persons were present at the ' respective meetings on 
14-5-53 of the Preference, Ordinary and Deferred Shareholders. At all the 
four meetings R. Dalima was present by his proxy S. N. Dudani (Exs. 234) 
to 236). At all the four meetings the scheme was approved unanimously. 
(Exs. 234 to 236). 

Raghunath Rai had earlier informed the Registrar of Companies in his 
letter, dated 10-6-52 that 300 ordinal shares of D.C.P.M.> registered in 
his name were held by him as a nominee of R. Dalmia and that he had 
no personal interest in them (Ex. 592/62). R. P. Gurha in his letter, 
dated 12-6-52 informed the Repstrar of Companies, Delhi, that 140,000 
Deferred shares and 1,100 Ordinary shares registered in his name were 
held by him as a nominee of R. Dalmia and that he had no personal interest 
in them (Ex, 592/64 and Ex. 592/66). P. S. Patke also informed the 
Registrar of Companies, Delhi, that 88 Preference shares and 300 Ordinary 
shares of D.C.P.M. registered in his name were held by him as a benamidar 
of R, Dalmia and Govan Bros. Ltd. and that he had no personal interest 
in them. (Ex. 592/62). Thus R. Dalmia v;as the sole Iwncficiary of all 
the shares of D.C.P.M. 

On 30th April 1953, tlie Court approved the Scheme. Nobody came 
forward to oppose the Scheme or to challenge the conduct of the meetings. 
(Ex. 233/22). 
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After the order of the Coifrt, the Liquidator of D.C.P.M. handed over 
the books of account and records of D.C.PM. to Delhi Glass Works Ltd. 
Two months later a meeting of the Board of Directors of Delhi Glass Works 
Ltd., was held. It was attended by G. Ramchandran and M. L. Sodhani. 
At this meeting, the Secreta^ informed the Board that in pursuance of the 
order of the Court sanctioning the Scheme of Amalgamation of D.C.P.M. 
with .this .company, D. A. Patel, Voluntary Liquidator, had transferred the 
liabilities and assets, including the records of D.C.P.M., to this Company and 
that the records were useless and that most of them were of no utility. 

The Directors passed the following resolution authorising the Secretary 
to destroy the records, (Bx. 604/29) •: 

“Resolved that Secretary be and is hereby directed to see that such 
of the aforesaid records, as may be .needed for settling the claims 
of shareholders .of the Transferor Company in terms of the order 
of the Court should be preserved as long as may be considered neces- 
sary by him and the unnecessary records may be disposed of by him 
as he may think proper.” 

Thus the books of account of D.C.P.M. were destroyed by the Delhi Glass 
Works Ltd. and were consequently not among the records seized by the 
Special Police Establishment in November, 1953. 

It is significant that D, A. Patel, who was appointed as Voluntary Liqui- 
dator of D.C.P.M., was also the Liquidator of the following companies 
which were under the control of R. Dalmia and were taken into voluntary 
liquidation between tiie years 1953 — ^57. 


Name of the Company Date of Liquidation 

1. Jaipur Agencies Ltd October, 1953 

2. V. V. Ltd April, 1953 

3. C. Lajarus & Co. Ltd. July, 1953 

4. Jaipur Traders Ltd , October, 1953 

5. .Rashtriya Agencies Ltd. '.. .. August, 1953 

6 . Pepsu Trading Co. Ltd. . . . . December, 1956 

7. Vishwa Industries Ltd. Do. 

8. Rajasthan Udyog Private Ltd. February, 1957 

9. .Premier Trading Corporation iPvt. Ltd December, 1953 

10. Govan Brothers -Private Ltd. March, 1956 

11. D. J. & Co. (Jind State) Ltd April, 1953 


M. L. Sodhani also figured in the destruction of books and records of 
the following Scheduled Companies : — • 


(а) D.C.P.M By Delhi Glass Worlrs 

(б) D. J. Airways .. By D. J. Aviation 

(c) S.S.B. & M.D.M By South Asia Industry- Private 

^ ^ Ltd. (Formerly LECO). 

In reply to the Statements of Matters served on, among others, D. A. Patel, 
Shanti Prasad Jain and J. Dalmia, they said as under : 

D. A. Patel stated that the a.ssets of D.C.P.M. were transferred to 
Delhi Glass Works Ltd. by the. order of the District Judge, Delhi. He was 
not even a shareholder and had nothing to do Vvith the decision on the 
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He made the following statement. 

The respondent begs to submit that he was a paid employee of 
Rohtas Industries Ltd., holding senior appointment. Therefore 
he was mostly busy with his official work. D.C.P.M.’s affairs 
were managed by the Managing Director or the senior officers 
of the company and each branch of D.C.P.M. was being looked 
after by senior officers of the Company and as far as the 
Respondent remembers they were holding powers of attorneys 
or letters of authority. Branch accounts and papers were not 
sent to every Director but certified returns were taken as correct. 
The Respondent was a Director of the Company between 
ll-9-\.9AA to 12-12-1949. The shares that were registered in 
his name were not his proprety but he was holding them as 
benami for other icompanies or individuals connected witli die 
D. J. Group. Whenever any accounts matter was referred to 
him, he sought the advice of senior officers of the Company.” 

On the question of Inter-company investments he said that to the best 
••of his knowledge no matter relating to the purchase and sale of investments 
was ever placed before any Board meeting that he attended. 

S. R. Srivastava pleaded that he joined the service of R. Dalmia about 
the middle of 1943, that he was co-opted' a Director to D.C.P.M. from 
January 1949 and that he resigned in March 1952.- According to him, 
he was appointed in response to an advertisement from R. Dalmia who 
needed a person well-versed in Sanskrit Philosophy. He was a Lecturer in 
Sanskrit for about 20 years in the .University and specialised in Sanskrit 
Philosophy, His sole work was to read out the books on Indian Philosophy 
to R. Dalmia. Later along with that work, he was entrusted with superin- 
tendence over R. Dalmia’s household management and was designated 
Household Secretary. He had no concern with the business matters. 

Apart from his responsibility as a- Director the main charge against him 
is that he received an advance of Rs. 7,500 through the New' Delhi Office 
of D.C.P.M. when he was a Director, He denied this in his written state- 
ment. But in the absence of the books of D.C.P.M. we accept the statement 
of the Inspector at page 52 of his investigation report as secondary evidence. 
He said that the ledger of D.C.P.M., which was seen by him .showed at 
page 341 that D.C.P.M. advanced a sum of Rs. 7,500 to S. R. Srivastava 
on 26-8-1949 and that it was repaid on 31-10-1949. We hold that Uiat fact 
is proved. 

Dummy Directors 

Except for die members of the D. J. Group, the two liquidators, 
S. R. Srivastava and Shriyans Prasad Jain, the rest of the persons on whom 
we served our Statements of Matters have only been charged w'ith responsi- 
bility because they were Directors. But we have called them dummies and, 
as they are not shown to have had any direct connection with any of the 
matters to w'hich we have taken excepdon, all that we will say against them 
is diat they did not adequately shoulder the responsibilities that are expected 
of Directors. But, as they were subserv'icnt, either to R. Dalmia or to 
one or other of the members of the D. J. Group, their share of the blame 
is small compared to that of those who were in real control. In fact, to 
'Concentrate the blame on these stool-pigeons would be to play die game 



629 


•of those in real control. They took care to remain in the background so 
that they coiild evade responsibility and throw the blame on those who were 
put forward to shoulder the responsibility and the blame knowing that, 
•circumstanced as many of them were, they could do little else than carry out 
their orders. 

Also, in some cases, these dummies could not have been aware of the 
real purposes for which they , were being used because it is not until the 
whole is pieced together that the real nature of the totality of the trans- 
actions .can be reaUsed. Looked at separately and bit by bit, most of tlic 
pieces of the total scheme appear innocent enough on the surface; and that 
is all that many of these dummies would have been shown. Accordingly, 
we do not intend to consider their defences in detail. Nearly all the matters 
that they have raised in their defence on the merits has been raised by one 
or other of those who acted behind the scenes and whom we consider to be 
really responsible. But before we deal with them we will take up the case 
against Shriyans Prasad Jain who was not a Director of D.C.P.M. 

Syriyans Prasad Jain 

Shriyans Prasad Jain said in his written statement that he was not a 
Director of D.C.P.M, at any time and so was not responsible for the manage- 
ment of its affairs. But that is not the reason for our serving him with 
the Statements of Matters in connection with D.C.P.M. 

He is one of the five persons specifically named in the Notification and 
•so we have to direct special attention to bis activities and connection witli 
these ten companies. One of the charges made against these five persons 
In the Notification is that they, together with their relatives, friends and 
•employees brought about the malpractices into which we were directed to 
Inquire. The result of our investigations is that, of the five named, Shriyans 
Prasad Jain and Shital Prasad Jain were no^in control of the ten companies 
under investigation; but we find that they were used by the others to fiirthcr 
the evil ends of those who were in control. In the matter of D.C.P.M. 
the part that Shriyans Prasad Jain played was this. 

He was an employee of the company and not only received a high salary 
but in addition was given perquisites tliat totalled more than double his 
salary. Under the terms of his engagement he was to be paid a salary of 
Rs. 4,000 a month for a period of 25 years jree oj income tax. His salary 
and perquisites during ^e 20 months about which we have evidence, 
averaged over Rs. 9,442 a month. Then, his services are said to have been 
terminated prematurely and he was paid Rs. 7 lakhs compensation for what 
is said to have been an unexpired term of 19 years. We have charged him 
separately with this and have dealt with it in a separate Chapter. 

So far a§ the other matters are concerned, the point is that, being a 
highly paid employee of D.C.P.M. he was made a Director of other com- 
panies which received advances from D.C.P.M. that we consider improper. 
It is true that we are not inquiring into the management of the other 
concerns as such but we have to consider the circumstances in which they 
were given these advances. Shriyans Prasad Jain has not denied the facts 
relating to these advances therefore, though he was not responsible as a 
' Director for tlie improper advances, his connection with them has to be 
brought out in order to explain the total scheme under which R. Dalmia 
was able to perpetrate the frauds and other malpractices that we have dealt 
with in this volume. 

LMIODLA-62— 22 
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Wc have not charged him with complicity in any but two of the mal- 
practices, but we have set out in our Statement of Matters the part that 
he played in the other matters. As he has not been charged with complicity 
in them it must be assumed that he was innocent of evil intent and that 
he had no knowledge that the transactions with which he was associated- 
were fraudulent. But the fact that R. Dalmia paid the brother of his 
son-in-law a salary of Rs. 4,000 a month, and for a period gave him. 
perquisites that average Rs. 5,442 in addition to his salary, and then got 
him appointed Director of certain banks with which he conducted the tran- 
sactions tliat we have questioned, undoubtedly helped to smooth R. Dalmia’s- 
way and made it easier for him to carry, out his frauds. There can be 
no doubt that it is easier to deal with a relation who is under a deep obliga- 
tion to you than with a hard-headed independent stranger. 

In his written statement Shriyans Prasad Jain said that, 

“the only matters where he is specifically referred to in the State- 
ment of Matters and therefore in respect of which he can be 
required to give explanation or elucidation are the following ^ 

(1) Payment of compensation of Rs. 7 lacs to Shri Shriyans 
Prasad Jain referred to in Section B under heading of 
‘Disregard of Holiest Cpmmercial Practice’ which is again: 
referred to in Section D under the heading ‘Fraud’; and 

(2) Unauthorised use of tlie sale proceeds of government 
securities which is referred to in Section C under the 
heading ‘Fraud’.” 

We have charged him with two frauds and in the first of tliem made an 
alternative charge of disregard of honest commercial practice. The alterna- 
tive charge is now dropped because we think the charge of fraud can be 
sustained in both cases. 

The particulars that we gave about the first fraud include tlie following: — 

(1) that the letter appointing Shriyans Prasad Jain which purports- 
to have been written on 11-10-1943 was ante-dated; 

(2) it was signed by a close relative, V. H. Dalmia, who, at ^at 
time, was only 19 years old and also by Shriyans Prasad Jain; 

(3) that the letter of appointment dated 11-10-1943 and the letter 
of termination dated 7-2-1950 were both deliberately destroyed' 
though marked for identification by the Inspectors; 

(4) that the appointment was not approved by the Board of 
Directors. 

The charges against him in this respect arc therefore clear and so are- 
thc particulars. Wc have not travelled beyond them. The rest of the 
matters to which we have referred in regard to the payment of compensa- 
tion are evidence to prove the main charge and to establish the particulars. 

In die second charge also the charge is clear and the particulars- 
sufiicicQt. 

Wc hold that he was a party to both sets of frauds. 
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;R. Dalmia. 

So far as R. Dalmia is concerned, there, is ample , evidence to prove 
that he was .in jeal and effective control of D.C.P.M. and of all the ten 
companies we are investigating, even during the time that Shanti Prasad 
Jain and J. Dalmia were admittedly associated with him as members of 
■the D. J. Group. This evidence discloses that none of the transactions 
.that we have dealt with in this volume could have been carried out without 
.his knowledge and consent, and in most cases without his orders. Wc 
‘beUeve that evidence, especially as (1) he has not controverted the facts 
(by filing a written statement, and (2) as Counsel for .Shanti Prasad Jain 
.and J. Dalmia said much the same thing in their arguments though there 
were attempts to shield him at the earlier stages. We, therefore, hold him 
responsible throughout. 

‘.Shanti Prasad Jain and J. Dalmia 

These two persons raised much the same defences, so wc will consider 
them together. 

They admitted that the Group functioned as a Group till 31-5-1948, and, 
as they were in charge as Deputy Managing Director and Managing Director 
(down to November 1947 it is evident that their connection with the Company 
was a direct one up to November 1947. 

After May 1948, there is nodiing to show that they were in direct 
•management or control of D.C.P.M., but there is material to show that they 
were still using their influence to benefit, cither companies under the control 
of the D. J. Group, or of one or other of themselves, through D.C.P.M. 

In our opinion they can only be accounted responsible for the following 
transactions examined in this volume in the way set out below : 

First as Directors up to November 1947. We have no material to indicate 
that they knew of the transactions that we are about to enumerate or that 
they sanctioned them, because the books of the Company that would have 
shown this have been destroyed. Shanti Prasad Jain and J. Dalmia were 
not responsible for these destructions so we can do no more than say that 
they must have known about the general policy that prompted the trans- 
actions we are about to set out because ftey alone among the Directors 
were not dummies and because they have admitted group responsibility up to 
31-5-1948. 

Borrowings by D.C.P.M. 

Wc have set out the total borrowings at tlic end of five financial years. 
Only the first set totalling Rs. 3,58,92,289 are before November 1947; so 
Shanti Prasad Jain and J. Dalmia have no responsibility as directors for 
any of the others. 

But Shanti Prasad Jain enters into this in another way. Out of the 
Rs. 3,58,92,289, sums totalling Rs. 1,06,73,663 were borrowed from the 
Bharat Bank. TTie General Manager of the Bank objected because he said 
the security was not enough. But he was overruled. Shanti Prasad Jain 
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was then a Director of the Bharat Bank as well as being Mana^g Director 
of D.C.P.M. We infer from this that his responsibility in the case of the 
borrowings from the Bharat Bank was a most direct one. We do not 
think he could have been ignorant of the fact that the General Manager 
of the Bank had objected to the loans and that he was overruled. 

The second set of - borrowings are up to 28-2-1948 and total 
Rs. 5,09,05,289. The responsibility of Shanti Prasad Jain and J. Dalmia 
for this is vicarious as members of the D, J. Group. 

Shanti Prasad Jain'was a Director of Bharat Insurance Co. from 12-2-42 
to 4-12-48 and J. Dalmia from 1-8-48 to 19-3-49. Shanti Prasad Jain 
would therefore be responsible as a Director for the loan during the year 
ended 28-2-48 and J. Dalmia for the loan during the year ended 28-2-49. 
We have, however, no material to show their direct connection with the 
grant of these loans. 

We are unable to hold them responsible for the rest of the borrowings. 
Lendings by D.C.P.M. 

In the moneys lent by D.C.P.M. to others Shanti Prasad Jain and 
J. Dalmia only come into the picture in respect of the first lot amounting 
to Rs. 2,65,59,383; and as this was in the D.C.P.M.’s financial year ending 
28-2-1948 their responsibility is a vicarious one as members of tlie 
D. J. Group. J. Dalmia received loans from D.C.P.M. up to Rs. 30,94,038 
as on 29-2-48 which increased to Rs. 87,49,499 by August 1948. The 
account of D.C.P.M, in the books of J. Dalmia was closed by transferring 
the amount from D.C.P.M.’s account to Vyapari Ltd. In the absence of 
books of accounts of D.C.P.M,, it is not known how the account of Vyapari 
Ltd. was- setded- 

Similarly Shanti Prasad Jain’s companies Ashoka Markefing Co. Ltd., 
and Ashoka Agencies Ltd., got the benefit of loans from D.C.P.M. 

2323 Vehicles and Pipe Lines & Fittings 

' As regards the 2323 vehicles and the transfer of the Pipe Lines and 
Fittings, we have exanuned the position at length in Volumes III & IV : 
so will not repeat ourselves here. 

Fraudulent use of Government Securities 

We have no evidence to connect cither Shanti Prasad Jain or J. Dalmia 
directly with the transactions relating to this. In any case, the only instances 
of unauthorised use with W'hich they can be said to be connected are the 
ones relating to the Bharat Bank between 31-12-1946 and 5-2-1947. They 
total Rs. 1,09,03,579-11-0. As they were Directors during that period they 
arc responsible as such. 

Shanti Prasad Jain is, however, also connected with the transaction 
relating to the Dalmia Provident Fund in another capacity. The sum 
involved was Rs. 2,96,852. He comes into the picture here as a trustee 
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of the Dalmia Provident Fund. But there is nothing to show that he autho- 
rised the misuse of the sale proceeds by D.C.P.M.; so we exonerate him 
from complicity in this. 

Rs. 7 lacs Compensation to Shriyans Prasad Jain 

Shanti Prasad Jain’s part in this is a curious one. Wc have not challenged 
the propriety of the appointment of Shriyans Prasad Jain though we think 
the terms were unduly generous. What we have said is that the stipulation 
from a 25-year period of service and the stipulation for payment of compen- 
sation and the manner in which it is to be calculated, were not part of the 
original contract of service." These terms were fraudulently introduced at 
a later date and the letter that purports to be the Tetter of appointment was 
ante-dated. Neither Shanti Prasad Jain nor J. Dalmia were connected with 
the Company at that date. 

Had the matter rested tliere Shanti Prasad Jain would not have been 
dragged into this at all. But in the witness box Shanti Prasad Jain said 
that the terras to which we have taken exception formed part of the 
original contract, Wc are compelled to disbelieve him. As we disbelieve 
him wc cannot implicate him in the frauds. But, we will observe that if wc 
thought he was telling tltc truth then wc would have taken strong objection 
to the terms of the appointment. 

Manipulation of Accounts resulting in loss of Rs. 32 Lakhs in Share 
Transaction 

While Shanti Prasad Jain cannot be directly held responsible for the 
ante-dating of the transaction, there is evidence to show that the 500 
Dharangdara Trading Company’s shares tliat Shanti Prasad Jain bought 
were bought at a low rate. This resulted in lowering the profits of D.C.P.M. 
by a sum of Rs. 12,00,000. 

The case of Shanti Prasad Jain about this is that tliis was part of the 
re-adjustments consequent on the dissolution of 31-5-1948. Even if that 
is true it would not justify a transfer at low rates. The proper market 
price should have been paid. The artificial rates that were settled were 
fixed with a view to reduce the taxable profits of D.C.P.M. Shanti Prasad 
Jain was definitely responsible for ‘this transaction as he was a party to it. 


Other Manipulations 

The same considerations apply to the sale of the following investments 
to the following companies that were controlled by Shanti Prasad Jain up to 
31-8-1948; 

(i) 6,065 Lothian Jute shares 

<ii) 36,255 Bharat Colliery shares 

(iii) 5,679 Ordinary Albion Jute shares 

Tlic same considerations also apply to the sale of 73,900 shares of 
Dalmia Cement to J. Dalmia. 
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It is true the dates travel three months beyond 31-5-1948 but that is^ 
the nearest that we have been able to get in the absence of D^C.P.M.’s. 
books. 

S.S.B. Mills & M.D.M. Co. Ltd. 

We have examined this at length in Volume VI. 

We do not hold either Shanti Prasad Jain or J. Dalmia responsible for 
any other matters dealt with in this volume. 


(VIVIAN BOSE) (V. R. SEN) (N. R. MODY) (S. C. CHAUDHURI)) 
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CHAPTER I 


INTRODUCTORY 

The S.S.B. Mills and the M.D.M. Co. were two flourishing mill concerns 
in the year 1946 with large reserves and liquid resources. The former 
was incorporated as a public limited company during the First World War 
and the latter, even earlier, in th^ nineties of the last century. 

The financial position of the two mills is disclosed by their balance 
sheets as on 31-3-46. That of S.S.B. Mills is Ex. 487. It shows that the 


S.S.B. Mills had, 

Rs. 

(а) Paid-up capital ^ 85,84,398 

(б) Reserve Fund & Balance of Profit and Loss account 87,15,652 

(c) Investments, cash and bank balances 87.42*792 


(rf) It made a net profit of Rs. 16,23,059 after deduction of tax during the 
year-ending 31-3-46 after charging Rs. 5,50,000 as depreciation. 

The balance sheet of the M.D.M. Co. Ex. 606. It shows the following, 

Rs. 

(a) Paid-up capital 30,08,300 


(6) Reserve Fund & Balance of Profit & Loss account 32,82,195 

(c) Investments, cash and bank balances 43,61,557 


(4) It made a net profit of Rs. 8,69,844 after deduction of tax during the year- 
ending 31-3-46 after charging Rs. 1,75,000 as depreciation. 

This prosperity attracted the attention of the D. J. Group and tlicy 
proceeded to acquire control of these two concerns. 

At this time the control of the two mills was in the hands of the Provi- 
dent Investment Co. On 14-9-46 the Dalmia Investment Co. (a D, J, 
Group concern) made an offer to the Provident Investment Co. to acquire- 
their shares in the two mills. 

After the acquisition of control the funds and resources of these two 
concerns were diverted to companies within the control of the D. J. Group 
and later of R. Dalmia and were used for their purposes and also for the 
purposes of acquiring or retaining control of other companies. 

One of the ways in which these funds were diverted was by payment 
of compensation to limited liability companies under the control of 
R. Dalmia for supposed breaches of managing and selling agency agree- 
ments. This device in particular was resorted to with a view to withdraw 
the large accumulated Reserves and profits of the mill companies without 
having to pay income-tax thereon. During the relevant period receipt of 
compensation was not liable to tax. 

After this was done the plan was to take the two companies into voluntary 
liquidation and destroy their books and records. 
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CHAPTER 11 


ACQUISITION OF CONTROL 

Control was acquired by buying up the shares of these two companies 
from the Provident Investment Co. We set out in detail how the purchases 
were affected in our statements of matters. As those facts have not been 
disputed we need not repeat those details here. It will be enough to sum- 
marise the position. 

In the S.S.B. Mills all its 82,036 Conversion Shares of Rs. 100 each 
were held by companies under the control of the D. J. Group and then 
R. Dalmia, from 19-10-1946 to 31-12-1951. 


The total number of deferred shares of Rs. 2-8-0 each was 1,52,319. 
Out of them, R, Dalmia controlled the following from time to time (E.t. 
575/5). 


On 19-10-1946 
In 1948 
In 1950 
On 31-12-1951 


.. 16,059 shares 
., 61,804 shares 
. . .. 71,685 shares 

. . .. 92,133 shares 

(the date of liquidation). 


The position in the M.D.M. Co, was as below: 


All the 28,328 shares Conversion Shares of Rs. 100 each were held by 
companies under the control of the D. J. Group and then of R. Dalmia 
between 9-10-1946 and 31-12-1952 (Ex. 365). 

The total number of deferred shares of Rs. 5 each was 35,100. Of 
these R. Dalmia controlled the following. 

In 1948 .i- .i- .. 8,975 shares (Ex. 519) 

In 1950 11,030 shares (Ex. 521) 

On 31-12-1951 .. .. 13,252 shares (Ex. 506) 

(the date of liquidation). 

R. Dalmia said in his affidavit dated 10-4-1957 in the Bombay High 
Court that the D. J. Group owned the shares of the S.S.B. Mills and 
M.D.M. Co. and was exercising control, such as the appointment of Manag- 
ing agents, down to 1950 to 1952. He said, 

“1 say that shares of more than 95% of the paid-up capital of the 
S.S.B. Mills and M.D.M. Co. were held by the said group." 
and 


“It is difficult to understand what is wrong if a company having 
acquired 95% of the shares of the said companies this group 
appointed its Managing Agents.” 

The two managing agency companies were not appointed till July 1950. 
Lastly, speaking of the awards, he said, 

"No question of any loss having been suffered by the investing public 
could possibly arise in the cases when shares of the face value 
of more than 95% were with the said growp." 
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The awards were not given till 1952, so, according to R. Dalmia, the 
group was still in existence as a group down to 1952. 

Each of these two companies had the foUowing clause in its Articles of 
Association, , 

“On its show of hands every member present in person shall have one 
vote and upon poll every member present in person or by proxy 
shall , have one vote for eyery deferred share held by him and 
ten votes for every conversion share held by him”. 

The D. J. Group and later R. Dalmia, thus obtained control of both 
the mill companies through the share holdings. 

Direct control was also exercised by the D. J. Group as follows: 

First, by members of the D. J. Group. 

(1) R. Dalmia controlled the companies through their respective 
managing agencies of which, in each case, he was the sole bene- 
ficiary. 

In the case of the S.S.B. Mills, the managing agents were 
the Bharat Union Agencies. They were appointed managing 
agents on 1-7-50. 

In the case of the M.D.M. Co. the managing agents were 
Vastra Vyavasaya Ltd., who were also appointed on the same 
. date, 1-7-50. 

When the two cases are examined side by side the pattern 
emerges clearly. 

(2) Shanti Prasad Jain was one of the first directors of the two 
companies after the D. J. Group acquired and retained control. 
He was there from 19-10-46 till 29-10-47. 

(3) J. Dalmia was also one of the first directors after the D. J. Group 
acquired control. He was a director in both the companies from 
19-10-46 to 28-10-47. 

In addition, the D. J. Group had their relatives as directors as 
follows, 

V. H. Dalmia son of J. D. Dalmia, was a director in both companies 
from 19-10-46 to 28-10-47; and 

Shriyans Prasad Jain, a brother of Shanti Prasad Jain, was a director 
from 19-10-46 to 7-12-49. He signed the letters (Ex. 365) 
to the Provident Investment Co. on behalf of the Dalmia 
Investment. 

Investment Co. regarding the purchase of the shares of the two companies. 
The rest of the directors were dummies. They are the following. Wc 
Avill first set out the five who were common to both companies. They 
are, 

■ G. L. Chokhani 

He is related to R. Dalmia and held a Power of Attorney from him 

(Ex. 439) and (Ex. 491/86). He was the manager of the Bombay 

branch of D.C.P.M. (Ex. 844) and was the Secretary of the Bharat 

Union Agencies. 
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He was a director of the S.S.B. Mills from 18-12-46 ■ to 16-3-47 
and of the M.D.M. Co. from 24-2-47 (the date of the return) onwards. 
(Exs. 487 and 506). 

/. P. Jain 

He was the manager of the Bombay branch of Allenberry and was a 
director of the S.S.B. Mills from 18-12-46 to 1-11-50, and of the 
M.D.M. Co. from 20-1-47 to 15-3-57 and again from 6-12-49 to 1-11-50. 
(Exs. 487, 367 & 506). 

S. S. L. Cliordia 

He is the father-in-law of R. Dalmia and was a director of the S.S.Bj 
Mills from 16-10-47 to 22-7-50 and of the M.D.M. Co. from 11-3-50 
onwards. (Exs. 487 & 506). 

B. L. Chokhani 

He is a brother of G. L. Chokhani and is also related to R. Dalmia 
He was a director of the S.S.B. Mills from 1-11-50 and of the M.D.M 
Co. from 11-4-50. (Exs. 487 &506). 

Mahabir Prasad Modi 

Director from 4-11-47 to 

Sister’s son of R. Dalmia (Ex. 487). 

The remaining Directors were — 

S.S.B. Mills 
K.B.L. Cliordia 

Director from 21-7-50 onwards (Ex. 487) Secretary, S.S.B. Mills Ltd 
during 1948—50. Brother-in-law of R. Dalmia (wife’s brother). 

Manmohan Lai Raizada 

Director from 31-8-48 onwards (Ex. 487) Brother of B. L. Raizada, 
son-in-law of R. Dalmia’s sister. 

V. S. Cliordia (Ex. 487) Director from 6-12-49 onwards brother-in-law 
(wife's brother) ofR. Dalmia. 

M.D.M. Co. 

G. L. Chokhani 

Director from 24-2-47 (date of return) onwards (Ex. 506) related to 
R. Dalmia. Held Power of Attorney of R. Dalmia, Manager. D.C.P.M 
Bombay Branch (Exs. 844, 439, 491/6) Scerctar}’, Bharat Union 

Agencies. 

R. L. Cliordia 

Director from 16-10-47 to 25-2-50 (Ex. 506) Brother-in-law (wife's 
brflthcr) of R. Dalmia. 

Jagmohan Lai Raizada 

Director from 26-8-1948 to 7-1-1949 (Ex. 506) Brother of B. L. Raizada, 
son-in-law of R. Dalmia’s sister. 
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Bnjmoliait Lai Raizada 

Director from 9-1-1947 onwards (Ex. 73) Son-in-law of R. Dalraia’s 
sister. Appointed as a director under the instructions of R. Dalmia and 
J. Dalmia. Attended only one meeting and said that he did not know 
anything, about the compensation paid to Vastra Vyayasaya Ltd. and 
D.C.P.M. Ltd. for the termination of the Manning Agency and the 
Selling Agency. 

The manner in which the control was acquired was as follows ; On or 
about 14-9-46 Shriyans Prasad Jain made an offer on behalf of the Dalmia 
Investment Co. (a D. J. Group concern) to the Provident Investment Co. 
to buy, 

(a) 75,212 Conversion shares of the S.S.B. Mills at Rs. 300 a share 
and such deferred shares as may be offered at Rs. 7/8 a share; 
and 

(b) 28,328 Conversion shares of the M.D.M. Co. at Rs. 500 a share 
and such deferred shares as may be offered at Rs. 25 a share. 
This offer is Ex'. 365. 

The Provident Investment Co. accepted the offer and communicated 
its acceptance to the Dalmia Investment Co. on or about 30-9-48 (Ex. 
365). 

On 2-10-46 earnest money was paid from the funds of the Dalmia InvestT 
ment Co. to the extent of Rs. 30 lacs for S.S.B. Mills and Rs. 20 lacs for 
M.D.M. Co. Ltd., to the Provident Investment Co. Ltd. (Ex. 365). 

On the same day Shriyans Prasad Jain, on behalf of the Dalmia Invest- 
ment Co. Ltd., addressed a letter to the Provident Co. Ltd., requesting it to 
co-opt Shriyans Prasad Jain and J. Dalmia as Directors and to transfer the 
managing agenev in the name of D.C.P.M., Dalmianagar. (Ex. 365). 

In partial modification of the arrangement, on or about 7th October, 
1946, another letter (Ex. 365) was addressed by Shriyans Prasad Jain on 
behalf of Dalmia Investment Co, Ltd., to the Provident Investment Co. Ltd, 
saying— 

(a) that instead of transferring the managing agency to D.C.P.M. 
the then managing agents would resign; 

(b) that the following four persons will be appointed directors of the 
two mills and thereafter all the then existing directors would 
tender their resignation: — 

Shriyans Prasad Jain 
J. Dalmia 

Shanti Prasad Jain and 
V, H. Dalmia; 

<c) that the qualification shares in the name of the above will be 
transferred and the balance of the shares will be delivered along 
with the transfer deeds; 
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(d) that a circular should be addressed to the shareholders of both 
mills informing them that the Provident In^tment Co. had 
resigned as Managing Agents and that the Dalmia Investment 
Co. was willing to buy, 

(i) the deferred shares of the S.S.B. Mills from any one who 
wanted to sell at Rs. 7/8 a share and 

(ii) the deferredLshares of the M.D.M. Co. at Rs, 25 a share. 

On or about 9th October, 1946, a circular to this effect was issued to the 
shareholders by the Provident Investment Co. Ltd. (Ex. 365). 

Payment ofRs. 2,26,84,042 in respect of 75,212 Conversion shares of 
Rs. 100 each @Rs. 300 per share and 16,059 Deferred Shares of Rs, 2/8 
@ Rs, 7/7 per share was made by Dalmia Investment Co. Ltd. and D.C.P.M. 
•on the following dates: 


By Dalmia Invesime/tt Co. Ltd. „ 

Rs. 

2nd October, 1946, Earnest Money 30,00,000 

By D.C.P.M. 

I8th October, 1946, 2 cheques 

21st October, 1946, by cheque 25,63, 6W 

21st October, 1946, by cheque 1,20,44.. 


2,26,84,042 


Payment of Rs. 1,41,66,000 in respect of 28,328 Conversion shares of 
Rs. 100 each @Rs. 500 per share and 80 Deferred shares of Rs. 5 each 
@ Rs, 25 per share was made by Dalmia Investment Co. Ltd., and D.C.P.M. 
‘On the following dates: — 


Rs. 

By Dalmia Investment Co. Ltd. • ... 

2nd October, 1946, Earnest Money 20,00.000 

By D.C.P.M. 

21st October, 1946, 3 cheques 1,21,66,000 


1,41,66,000 


The receipts for the above money paid to the Provident Investment Co. 
Limited were issued in the name of Dalmia Investment Co. Ltd. by Provident 
Investment Co. Ltd. (Ex. 365). 

The balance of 6,824 (82,036 — 75,212) Conversion Shares was held 
by the M.D.M. Co., the control of which was also simuilaneously acquired 
by the D. J. Group, (Ex. 515). 

The Provident Investment Co. Ltd. transferred Rs. 10,63,529 as detailed 
below to D.C.P.M. in accordance with the terms and conditions contained in 
4he letter of I4th September, 1946:— (Ex. 849). 

(i) Managing agency commission for the year ending 31st Marcli 
1946 , 3,11,409 

(ii) Dividend on 75,212 Conversion Shares for the vc.ar cndinc Jl.st 
March, 1946, 7,52,120 


10.63,529 
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The Provident Investment Co. Ltd. transferred Rs. 4,69,970 as detailed’, 
below to D.C.P.M. as per the terms and conditions contained in the letter o 
14th September, 1946: — 


(«) Managing agency Commission for the year ending 31st March, 1946 
(Ex. 365) 

(b) Dividend on 28,328 Conversion Shares for the year ending 31st March, 
1946 (Ex. 849) . . . . ■ . . 


4.69,970 


Rs.- 

1,80,690' 

2,83,280 


Within a few months of the acquisition, D.C.P.M. transferred a large 
number of Conversion Shares of S.S.B. Mills Ltd., acquired from the Provi- 
dent Investment Co. Ltd., to the following companies in which the investing: 
public and the policy holders were substantially interested. 

Rs. 

Bharat Insurance Ltd. .. .. .. 21,460 shares 63,31,400' 

Bharat Fire & General Insuranec Co. Ltd. . , 3,550 shares 10,17,963 

and LESCO , . . , . . 1 8,700 shares 54,44,000’ 

Totals 1,27,93,363' 


Funds to the extent of Rs. 1,27,93,363 came from the public limited' 
companies to acquire control of S.S.B. Mills Limited. 

Similarly, D.C.P.M. transferred a large number of conversion shares of 
Madhowji Dharamsi Manufacturing Co. Ltd., acquired from the Provident 
Investment Co. Ltd., to the following companies in which the investing, 
public and the policyholders were substantially interested; — 

Bharat Insurance Ltd, . , . . . . . . 4,600 shares 

Bharat Fire & General Insurance Co. Ltd 1,500 shares 

, and LESCO 5,200 shares 


(Exs. 346, 848 and 505/121) 

Funds to the extent of Rs. 55,98,000 came from the public limited 
companies to acquired control of the Madhowji Dharamsi Manufacturing Co.. 
Ltd. 

12,000 Conversion Shares of S.S.B. Mills and 6,000 Conversion Shares 
of M.D.M. Co were registered in the name of R. Dalmia (Exs. 515 to 
517). These shares were mortgaged by R. Dalmia with the Central Bank 
of India for a sum of Rs. 25 lacs. (Ex. 5()3). The amount of Rs. 25 
lakhs was received by D.C.P.M. and was utilised to reduce the overdraft 
with the Bharat Bank Ltd.. Bombay, on account of the heavy payments tO’ 
the Provident Investment Co. Ltd., (Ex. 602). 


Rs. 

23,00,000' 

7,50,000 

25.48.000 

55.98.000 



CHAPTER in 
ABUSE OF CONTROL 

Within a few days of the acquisition of control the S.S.B. Mills pledged 
its finished goods with the Bharat Bank for Rs. 52 lacs and the M.D.M. Co. 
for Rs. 28 lacs (Exs. 502 and 503) ; and these two sums of Rs. 52 lacs 
•and Rs. 28 lacs were advanced to D.C.P.M. to reduce its heavy overdraft 
with the Bharat Bank, on overdraft that resulted from payment of money 
to the Provident Investment Co. for acquiring the very shares of the S.S.B. 
Mills and the M.D.M. Co. 

In addition to pledging the finished goods, 12,000 shares of S.S.B. 
and 6,000 shares of M. D. M. registered in the name of R. Dalmia were 
also mortgaged with the Central Bank of India for a sum of Rs. 25 lacs. 
The amount of Rs. 25 lacs was received by D.C.P.M. and was similarly 
Titilised to reduce the overdraft with the Bharat Bank Ltd., Bombay, on 
-account of the heavy payments made ( by D.C.P.M.) to the Provident 
Investment Co., Ltd,, (Exs. 515 to 521, 502, 503 and 602). 

It was not necessary for the M. D. M. Co. and the S. S, B. Mills to 
mortagage their finished goods as at that time they were not in immediate 
need of funds for meeting their normal business requirements. 

From October, 1946 ( i.e. after the Mills companies were acquired) 
they were made to advance to D.C.P.M. large sums of moneys from time to 
time. The following are the balances of the amounts due by D.C.P.M. 
to S.S.B. and M.D.M. at the close of the financial years of D.C.P.M.; — 


Dates 


S.S.B. 

M.D.M. 

E.X. Ko. 

29-2-48 .. 


91,00,869-6-3 

52,04,148-7-6 

496 

28-2-49 


.. 1,76,53,608-12-10 

74,61,053-2-6 

496 

28 - 2-50 .. 


.. 1,40,81,590-14-6 

63,21,059-0-0 

495 

28-2-51 .. 

, , 

.. 2,11,58,495-8-9 

1,13,55,936-10-3 

238-n 

29-2-52 .. 

•• 

1,84,02,512-3-0 

84,81,828-11-2 

458 


Oyer and above these advances to D.C.P.M., M. D. M. and S. S, B. 
also invested in Preference Shares on Bennett Coleman &Co. Ltd., a prUate 
limited company of the D. J. Group, amounts to the extent of Rs. 90,60.000 
.{Exs. 487 & 506). 

As on 28-2-51, the investments made by M. D. M. and S, S. B. in the 
concerns under the control of R. Dalmia, were as under: — 


4/.OAr: Advance to D.C.P.M 1,13,55,937 Ex. 238-B 

Investment in the shares of Bennett Coleman & Co. 37.67, SCO Ex. 506 
Investment in the share of LESCO . . . . 9,10,000 Ex. 501 


1,60,33,437 

SSP: Advance to D.C.P.M ~2.U.96.600 Ex, 23R-B 

InvcstmcntinthesharcsofBcnncttCoicman & Co. 52,91.500 Ex. 487 


2,64,89.100 


Thus the total resources released from the assets of M. D, M. Co. Ltd.. 
and S. S. B. Mills Ltd., were in excess of the amounts invested by the 

«7 
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D. J. Group to acquire control of these two companies by Rs. 18,67,437 
in tlie case of M. D. M. Co. Ltd., and by Rs. 38,05,058 in the case" of 
S. S. B. Mills as shown belowT 


MDM: Amount paid for acquisition of shares 

Amount withdrawn from the funds of MDM 
SSB: Amount paid for acquisition of shares 

Amounts withdrawn from the funds of SSB . . 


Rs 

1 , 41 , 66,000 

1 , 60 , 33,437 

2 , 26 , 84 , 042 . 

2 , 64 , 89,100 


D. C. P. M. was appointed in October, 1948 the sole selling agents of 
M. D. M. and S. S. B. Ltd. for a period of 10 years (Exs. 839 & 840).‘ 
Thereafter, on account of purported breaches of the Selling Agency Agree- 
ments D. C. P. M. was paid by way of compensation Rs. 17,80,000 bv 
M. D. M. and Rs. 29,10,000 by S. S. B. 


Similarly, B. U. A. and V. V. Ltd., private limited companies under the 
control of R. Dalmia, were fraudulently and collusively appointed as 
Managing Agents of S. S. B. and M. D. M. in July, 1950 (Exs. 538 and 
841) and immediately thereafter a breach was caused to be made in the 
Managing Agency Agreement and compensation amounting to Rs. 46,80,000' 
in the case of M. D. M. and Rs. 73,10,000 in the case of S. S. B. were- 
mutually settled. 

By this fraudulent device large amounts, making up a total of 
Rs. 1,66,80,000 were withdrawn from the accumulated reser\'es of the two- 
mill companies. Since the amounts were paid out as compensation for the- 
breach of the agreements and, as such compensation was not liable to tax. 
at that time,, the persons concerned got the benefit of these large amounts- 
withouf having to pay any tax on them. 


Incidentally, as these payments of compensation would have bccir 
debited in the Revenue Account of the mill companies as items of business- 
expenditure, their taxable profits would' also have been correspondingly 
reduced. 

The amounts of the Selling and Managing Agency compensations were 
in the first instance adjusted to reduce the indebtedness of D.C.P.M. to 
these companies. 

After D. C. P. M. had been given credit to the extent of Rs. 46,90,000' 
in respect of payment of compensation for the breach of the selling agency 
and Rs. 54,00,000 as part payment of compensation payable to B. U. A., 
and V. V. Ltd. for the breach of the managing agency, making up a total 
of over Rs. 1 crore, the two mill companies were taken into voluntary 
liquidation on 3 1st December, 1952. 

The assets and liabilities of the two mills were then transferred by the 
liquidators to South Asia Industries Ltd., (formerly known as Lahore 
Electric Supply Co. Ltd.) in May, 1953 pursuant to a Scheme of Arrange- 
ment under Section 208 C of the Indian Companies’ Act, 1913. South Asia 
Industries Ltd. (which was then under the full control of R. Dalmia), 
authorised, by a Board Resolution passed on 25th May, 1953, destruction 
of such books and records of these two companies as were not required for 
settling the claims of the shareholders. Under the terms of the Scheme 
the books were accordingly destroyed. 

The two mill companies, S, S. B. Mills Ltd. and M. D. M. Co. 
were finally dissolved three months after the presentation of the final liqui- 
dation accounts on 1-2-54. 



CHAPTER IV 


. SELLING AGENCY AGREEMENTS 

We now turn to another of R. Dalmia’s ingenious devices. He made 
these two public limited companies to enter into selling agency agreements 
with D.C.P.M. for a long term and then, soon after the agreements, deliberate- 
ly brought about a breach of the agreements and made the public companies 
pay large sums of money as compensation. He did the same with the 
managing agency agreements; but we will examine that in the next chapter. 

The S.S.B. Mills and M.D.M. Co. Ltd. were made to pay compensa- 
tion to D.C.P.M. amounting to Rs. 29,100,000 (Ex. 241) and Rs, 17,80,000 
(Ex. 242) respectively for the breach of their respective selling agency 
agreements. The payment of compensation to D.C.P.M. by these two 
•companies lacked good faith and could not be justified on any normal 
business because — 

(i) the object was -to evade and or avoid proper income-tax liabi- 
lity on the part of the two mill companies in respect of the 
amounts paid as compensation to D.C.P.M. 

(ii) enable the recipient company, namely, D.C.P.M. to acquire large 
amounts of compensation free of tax; and 

(iii) to reduce the indebtedness of D.C.P.M. to the mill companies 
and eventually to benefit R. Dalmia. 

The above payments resulted in a loss of Rs. 29,10,000 to S.S.B. Mills 
and Rs. 17,800,000 to M. D. M. Co. Ltd., being the amounts of compen- 
sation paid. There was a loss to the investing public to the extent of 
Rs. 51,507 in the case of S. S. B. Mills and Rs. 64,614 in the case of 
M.D.M. Co. Ltd. Therewas also loss- of revenue to Government in the 
form of tax of not less than Rs. 6,99,268 and Rs. 5,31,180 in respect of 
S. S. B. Mills and M. D. M. Co. Ltd. respectively. The gain to D.C.P.M. 
was the amount of compensation received free of tax from the two nril! 
■companies. It may also be mentioned that the loss to the exchequer would 
have constituted a gain in the hands of the person or persons beneficially 
interested in these companies. 

. We will now sec how this was done. 

Two years after acquiring control of the S. S. B. Mills and M. D. M. 
Co. Ltd., D.C.P.M., a company under the control of R. Dalmia, was 
appointed as selling agents of these two companies under agreements dated 
29-10-48 for a period of 10 years (Ex. 491/220, Ex. 491/223, Exs. 839 
& 840). In consideration of its services D.C.P.M. was to be paid commis- 
sion at the rate of 2Ji per cent on the net sale proceeds (Ex. 491/220, Ex. 
491/223 & Ex. 839/480). 

One of the conditions of the selling agency agreement was that if and 
when the two mills transferred their business, they were to make it a condi- 
tion of the transfer that D.C.P.M. should be appointed as distributors to 
the transferee company on the same terms and conditions on 'which it was 
working for the two mill companies (Ex. 491/220 & 491/223, Exs. 839 
and 840). 
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The books of account of the two mill companies were not available to- 
the Commission and so it was not possible to determine the exact amount of' 
selling agency commission paid to D.C.P.M. by S. S. B. and M. D. M. 
These two companies, however, entered into agreements with Ram Sahai 
MuU More Ltd., on 27th October, 1950 for the sale of their undertakings, 
land, building, plant and machinery (Ex, 482 and Ex. 838), 

On 20th February, 1951, D. C. P. M. claimed compensation of 
Rs. 34,41,347 and Rs. 21,05,194 respectively from S. S. B. and M. D. M, 
on the ground that the agreements entered into with Ram Sahai Mull More- 
Ltd., in respect of the sales of the undertakings, caused breaches of the 
selling agency agreements. (Ex. 491/220 & Ex. 491/223), 

On 24th February, 1951, S. S. B. and M. D. M. advised D.C.P.M. to- 
depute a director to discuss and settle this matter with the representatives 
of the companies (Ex. 491/221 and Ex. 491/224). 

On 28th February, 1951, B. L. Chokhani on behalf of S. S. B. Mills and' 
M. D. M. Co. Ltd., and P. S. Patke on behalf of D.C.P.M. met and settled' 
the amount of compensation payable to D.C.P.M. ' On behalf of S. S. B. 
and M.D.M., B. L. Chokhani accepted the claim made by D.C.P.M. and' 
agreed that a breach of the agreement had been_ committed and that S.S.B. 
and M.D.M. were liable to pay damages. P, S. Patke and B. L. Chokhani 
mutually settled the amount of compensation payable to D.C.P.M. at 
Rs. 29,10,000 and Rs. 17,80,000 by S. S. B. and M. D. M. respectively 
(Ex. 241 and Ex. 242), 

During the relevant period P. S. Patke was private secretary to R, Dalmia 
(\V, 7 — P. 44) and B. L. Chokhani, who was the younger brother of 
G. L. Chokhani, was a relative of R. Dalmia. B. L. Chokhani had no 
interest in the two mill companies and he was not in a position to act 
' independently. 

Payment of compensation by the two mill companies to D.C.P.M. as- 
settled by B, L. Chokhani and P. S. Patke was accepted by the mill com- 
panies as well as by D.C.P.M. and the mill companies accordingly gave 
credits to this extent to D.C.P.M. on 28th February, 1951, (Exs. 141 & 242. 
and 501 p. 13). 

On that date, i.e., 28th February, 1951, D.C.P.M. was indebted to S.S.B.. 
Mills and M.D.M. Co. Ltd., to the extent of Rs. 2,11,58,495-8-9 and: 
Rs. 1,13,55,936-10-0 (Ex. 238-B). 

On 31st December, 1951, S.S.B. Mills and M.D.M Co. Ltd,, were taken 
into voluntary liquidation and V, Shanker Iyer was appointed as their 
Liquidator (Ex. 487 and 506). Later R. D. Joshi and D. D. Joshi were 
appointed as Liquidators (Exs. 487 and 506). , The Liquidators referred the 
matter of payment of compensation to D.C.P.M. to the Arbitrators, M/s. 
Krishnaswamy Iyengar and Asanand Kumar. The Arbitrators gave an- 
award upholding the settlement under which both S.S.B. and M.D.M. had 
agreed to pay D.C.P.M. the sums of Rs. 289,100,000 and Rs. 17,80,000. On 
applications made to the Bombay High Court for confirmation of the awards 
they were confirmed and a decree was passed. 

These • settlements of compensation cannot be justified on any normal 
business grounds. Further, the collusive nature of the transaction is clear- 
from the fact that the persons who settled the amount of compensation were- 



:subservient to R. Dalmia and were not in a position to act independently. 
Also R. Daltnia was in effective control of both the mill companies. 

It was not in the interest of the mill companies, in which the ins-esfing 
'public was both directly and indirectly interested, to pay such heavy com- 
pensation to D.C.P.M. It was also not in the interest of the two mill com- 
panies to sell their undertakings which simultaneously brought about large 
liabilities of Rs. 1,02,20,000 and Rs. 64,60,000 to S.S.B. and M.D.M. on 
account of the breaches of the selling and managing agency agreements. 

The compensation for breach of the selling agency agreement could 
have been avoided if at the time of the sale of the undertakings the mill 
•companies had made it a condition that D.C.P.M. would continue to act as 
selling agents for the residual period of the agreement. 

It was contended in argument that we cannot go behind the award and 
the decree. Of course, the award cannot be set aside or varied by us. It is 
final as between the parties. But awards arc as much open to criticism and 
.analysis as are judgments and decrees. It is not only our right, in common 
with newspapers, journals and any member of the public, to bring fair 
criticism to bear upon judgments and awards, but, in view of our terms of 
reference, it is our statutory duty to do so in all matters relevant to this 
inquiry. 

The investing public was interested in S.S.B. and M.D.M. on the date 
•of the breach of the agreement /.e., 27-10-50 and also on the date of the 
settlement of compensation, viz., 28-2-51 (Exs. 838. 842, 241 & 242). This 
will be seen from the following: — 

•On 27-10-50 the date of the breach of the selling agency ngrccincnt ; 

(A) Conversion shares 

(i) Investing public and policyholders were interested in the Bliarai 
Insurance Co. which held 21,000 Conversion shares, i.c.. 25% 
of S.S.B.’s shares (Ex. 366). 

(ii) Investing public was also interested through: — 

(a) D.J.A. which held 21,800 conversion shares i.c., 25% of 

S.S.B.’s capital (Ex, 26/41). In D.J.A. investing public 
was interested up to 80% hence the investing public was 
interested up to 20% in S.S.B. Mills. 

(b) D.D.C. Ltd., which held 2,700 conversion shares i.c., 3.2% 
of S.S.B.’s capital (Ex. 441/28). 

(c) LESCO which held 18,700 conversion shares about 22% of 
S.S.B.’s capital (Ex. 505/121). 

i(B) Deferred shares 

Out of 1,52,319 Deferred Shares of Rs. 2-8-0 each investing public 
(1,098 persons) held 60,617 shares (Ex. 517). 
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On 28-2-51, fhe date of settlement of the compensation ; 

(A) Conversion Shares 

■ , (i) Bharat Insurance Co. Ltd., held 21,000 Conversion Shares. 

(Ex. 366). 

(ii) LESCO held 18,700 Conversion shares (Ex. 505/121). 

(iii) D.D.C. Ltd. held 2,700 Conversion Shares (Ex. 441/28). 

(B) Deferred Shares 

Investing Public (1,098 -persons) held 60,617 Deferred Shares- 
(Ex. 517). 

M. D.M. 

On 27-10r50, the date of the breach of the selling agency agreement : 

(A) Conversion Shares 

(i) Investing public and policyholders were jhterested in the Bharat 
Insurance Co. which held 4,000 Conversion shares, i.e. 13%, 
ofM.D.M.’s shares capital (Ex. 366). 

(ii) Investing Public was also interested through D.J.A. which held 

7,200 conversion shares, i.e., 24% of M.D.M.’s capital 

(Ex. 26/41). In D.J.A. investing public was interested up to 
80%. hence the investing public was interested up to about 
20% in M.D.M. 

(iii) LESCO which held 5,200 Conversion shares, i.e., 17% of 
M.D.M.’s capital (Ex. 505/121). 

(B) Deferred Shares 

Out of 35,100 Deferred shares of Rs. 5 each Investing public (904 
persons) held 21,852 shares (Ex. 520). 

On 28-2-51, the date of settlement of the compensation: 

(A) Conversion Shares 

(i) Bharat Insurance Co. Ltd. held 4,000 conversion shares 
(Ex. 366). , 

' (ii) LESCO held 3,200 Conversion shares (Ex. 505/121). 

(B) Deferred Shares 

Investing public (904 persons) held 21,852, Deferred shares 
(Ex. 520). 

If the compensation had not been paid to D.C.P.M. by S. S. B. and 
M.D.M., the large number of Deferred Shareholders (in the case of S.S.B., ■ 
1,098 persons holding 60,617 deferred shares and in the case of M.D.M., 
904 persons holding 21,852 deferred shares) would have received Rs. 51,507 
and Rs. 64,614 respectively by way of dividends at the time of the liquidation 
of the Companies, and the balance amount of Rs. 28,58,593 in the case of 
S.S.B. and Rs. 17,15,386 ' in the case of M.D.M. would have been paid 
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to the following companies which were shareholders of the Mill Companies 
as dividend in liquidation: — 


S.S.B. 


M.D.M. 




Conv. 


Conv. 



Shares 


Shares 

D.C.P.M. 1 

R. Dalmia V 

Bensficiai interest J 

(100%) 

53,792 

D.C.P.M. 

100% 

23,093 

LESCO Beneficial interest 

(95%) 

18,700 

LESCO 

5,200 

BtJA Beneficial interest 

(100%) 

20 

95% 


M.D.M. Beneficial interest (96-3 %) 

6,824 


28,293 

D.D.C. Beneficial interest 

(63%) 

2,700 




82,036 


D.C.P.M. 

91,702 


Dcfd. Shares 


The above companies would, however, have been liable to tax in respect 
of the amount received by them as dividend in liquidation from the two mill 
companies. The amount of such tax is estimated at Rs. 6,99,268 and 
Rs. 5,31,180 respectively in the case of S.S.B. and M.D.M. Co. Ltd. But 
this lax liability was evaded or avoided by having recourse to the device of' 
drawing out the accumulated profits in the form of compensation not liable 
to tax in the hands of the recipient at that time. 

The Income-tax aspects of the transactions of the two mill companies 
namely — S.S.B. and M.D.M. which resulted in the payment of the 
compensation of Rs. 29,10,000 and Rs. 17,80,000 on the termination of 
their Selling Agencies, will be discussed later. It will be seen there how to 
device of such compensation payments enabled the D, J. Group, and later- 
R. Dalmia to evade or avoid proper income-tax liability. 

From the above it will be seen that the payment of compensation to 
D.C.P.M. was made in disregard of honest commercial practice and it cannot 
be justified as a transaction in the normal course of business. 


Further, with a view to prevent any investigation into the affairs of these 
Companies which were parties to the transaction and to remove evidence 
that would otherwise have been available in the books of Accounts and 
records, — first of the Mill companies and then of D.C.P.M. were destroyed.. 


The directors of S.S.B., M.D.M., and D.C.P.M, at the relevant dates. 
M'cre:-— 


S.S.B. 

3. P. Jain 

Manmohanlal 

Raizada 

K. B. L. Chordia 
V. S. Chordia 
B. L. Chokhani 


M.D.M. 

J. P. Jain 
G. L. Chokhani 
B. L. Raizada 
S. S. L. Chordia 
B. L. Chokhani 


D.C.P.M. 

V. D. Agarwal 
M. K. Roy 
H. D. Bishnoi 
S. R. Srivastava 
P. S. Patke 





CHAPTER V 

MANAGING AGENCY AGREEMENTS 

As pointed out earlier, at the time of acquisition the two mills companies,. 
S.S!B. MiUs'Ltd., and M.D.M. Co. Ltd. had large reserves made up oE 
profits accumulated over a number of years amounting to Rs. , 90 lacs. To 
this, a sum of about Rs. 67 lacs was added during the course of the following 
four years so that in March 1950 the accumulated reserves for the two mills 
companies came to Rs. 1,57,25,397 (S.S.B. Mills Ltd. Rs, 82,05,193 and 
M,D.M. Co. Rs. 75,20,204). About this time all the conversion shares of 
the face value of Rs. 100 each (82,036 shares in the case of S.S.B. Mills 
Ltd., and 28,328 shares in the case of M.D.M. Co. Ltd.) were held by 
R. Dalmia and companies under his .control; and as regards the Deferred 
shares, face value of Rs. 2-8-0 each in the case of S.S.B. MiUs Ltd. and 
Rs. 5 in the case of M.D.M. Co. Ltd., R. Dalmia held over 60% in the 
case of S.S.B. Mills Ltd. and 37 % in the case of M.D.M. Co. Ltd. 

The shareholders could only have drawn out the accumulated profits 
subject to payment of Super-tax. Also in the case of liquidation these profits 
could be subjected to Super-tax in the hands of the shareholders, and in 
some cases subject also to both Income-tax and Super-tax. A plan was, 
therefore, devised whereby the aforesaid reserves could be drawn out\vithout 
payment of any tax. This was done as under. 

On 5th July 1950, both S.S.B. Mills Ltd., and M.D.M. Co. Ltd. resolved 
to appoint Bharat Union Agencies Ltd. and Vastra Vyavasaya Ltd. respec- 
tively as their Managing Agents with effect from 1st July, 1950. In both 
B.U.A. Ltd. and V.V. Ltd., R. Dalmia was the sole beneficiary. The appoint- 
ment was made for a period of 20 years from 1st July, 1950, The more 
important terms were as under ; — 

(i) Remuneraihn : 

(a) Rs. 2,000 per month as an office allowance ; 

(b) A commission of 10% on, the annual net profits whether a- 
dividend is declared or not; and 

(c) All expenses incurred by the Managing Agents to be paid' 
by the two mill companies. 

(ii) Covenent : 

Proportionate commission to be paid in case of termination of 
Managing Agents in any year before the close of the financial' 
year. 

.(iii) Compemalion for loss of business : 

In the event of the company closing down their business or 
selling their piills or being wound up except as provided in 
Clause (II) the Managing Agents to receive compensation for 
the loss of their business for every year of the then unexpired 
residue of the said period of twenty years, a sum equal to the 
average annual remuneration earned by the Managing Agents- 
-655 
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■during the five years immediately preceding the date of such 
closing down or sale or the resolution or order winding up the 
companies are made, provided however that if such closing 
• - down or sale or winding up occurs at any time before the 
Managing Agents shall have served the companies for a period 
of three years from 1st July, 1950 the compensation payable 
to the Managing Agents for every year of then expired residue 
shall be Rs. 2,000 per mensem as and by way of office allowance 
■ plus commission at the rate of 10% on the average annual net 
profits of the companies during the five years immediately 
preceding the date of such closing down or sale or the resolution 
or order for winding up is made. 

Soon thereafter, on 21st July, 1950, B.U.A. Ltd. on behalf of S.S.B, 
Mills Ltd., issued a notice to the shareholders of S.S.B. Mills Ltd., infomnng 
them that a meeting would be held on 16th August, 1950 to authorise the 
directors of S.S.B. Mills Ltd., to sell its undertaking under Section 86-H 
of the Indian Companies Act, 1913. 

Similarly V.V. Ltd., on behalf of M.D.M. Co. Ltd., issued a notice to the 
shareholders of M.D.M. Co. Ltd., on 25th July, 1950, informing them that 
a meeting would be held on 16th August, 1950 to authorise the directors 
of M.D.M. Co; Ltd., to sell its undertaking under section 86-H of the Indian 
Companies Act, 1913. 

Both meetings were held on 16th August, 1950 and the directors obtained 
a general authority to sell the undertakings without placing any specific 
proposal -for sale before the shareholders. 

The normal Managing Agreement between S.S.B. Mills Ltd. and B.U.A. 
Ltd., was entered into on 26th October, 1950. This was signed by V.S. 
Chordia and K.B.L.. Chrodia on behalf of S.S.B. Mills Ltd., and B.U.A, 
Ltd. respectively. 

The agreement between M.D.M. Co.' Ltd., and V.V. Ltd. was entered 
into on 30th August, 1950 and was signed by S.S.L. Chordia and 
G.L. Chokhani on behalf of M.D.M. Co. Ltd. and V.V. Ltd: respectively. 

It will be noticed that these agreements were entered into in spite of the 
fact that the authority to sell the undertakings had already been obtained on 
16th August, 1950. 

On 27th October, 1950 formal agreements to sell the undertakings of the 
mill companies were entered into and later, in February, 1951 the sale 
deeds were executed. The sale deeds constituted a breach of the terms of 
the Managing Agency Agreements, according to B.U.A. Ltd. and V.V. Ltd. 
and they claimed compensation for the unexpired period of 19 years and 8 
months though the companies had acted as Managing Agents for a period 
of only 4 months. On 28th February, 1951 the amount of compensation was 
mutually settled between the directors of the mill . companies and the 
•Managing Agents at Rs. 73,10,000 payable to B.U.A. Ltd., and 
Rs. 46,80,000 to V.V. Ltd. 

The investing public and the policy holders were interested in. S.S.B. Mill 
and M.D.M. Co. Ltd., as shown below -on the date of the appointment of 
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the Managing Agents, on the date of the breach of the Managing Agency 
and aiso on the date of the settlement of compensation. 


On 5th July 1950— iJnte of appointment as Managing Agents 


S.S.B. Mills Ltd. 


M.D.M. Co. Ltd. 


Bharat Insurance 

L.E.S. Co 

D.J.A.Ltd., 

D.D.C. Ltd., ... 

C. Shares 
21,000 
18,700 
21,800 
2,700 

Bharat Insurance 
LESCO 

D. J. Airways . . 

C. Shares. 
4,000 
5,800 
.. 7,200 


64,200 


16,400 

On 27-10-1950— the date 

on which the Breach of the 
Agreement uw caused 

Managing Agency 


C. Shares 


C. Shares 

Bharat Insurance 

L.E.S.C.O 

D. J. Airways 

D.D.C. Ltd 

21,000 

18,700 

21.800 

27,00 

Bharat Insurance 
LESCO 

D. J. Airways . . ■ 

4,000 

5,200 

.. , 7,200 


64,200 


16,400 


On 28-2-1951 — the date of the settlement of compensation 


Bharat Insurance 
LESCO 

D.D.C, Ltd. 

21,330 C. Shares 
18,600 

2,700 

Bharat Ins. 
LESCO 

4,000 

5,200 

C. Shares. 

ft 


42,400 


9,200 



On the date on which the compensation was settled, namely, 28-2-I951„ 
S.S.B. Mills Ltd., and M.D.M. Co. Ltd., had at least Rs. 82,05,193 and' 
Rs. 75,20,204 respectively as free reserves and profits. Had B.U.A. Ltd.,, 
and V.V. Ltd., not been fraudulently and collusively appointed as Managing 
Agents of S.S.B. Mills Ltd., and M.D.M. Co. Ltd., and bad the compensation, 
not been paid to them, the whole of the free reserves and profits, namely, 
Rs. 1,57,25,397 as mentioned earlier, would have been available for distribu- 
tion as accumulated profits to the shareholders on liquidation and would 
have been liable to tax in their hands as dividends. But by resorting to the 
device of first .entering into, and then causing a breach of the Managing 
Agency Agreements, and thereafter paying out the amounts as 'compensation, 

of* without .payment of any tax. Compensa- 
tion at that time was not liable to tax in the hands of recipients. ^ 

In our opinion this was fraudulent. 

Ifi® S^ins made by evasion and/or avoidance of Incom(>_ 
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.-available to the Commission. We, however, gave a detailed indication of 
Ihe way in which we reached these figures in our statements of matters. 
It is not necessary to burden this report with those calculations because it 
is outside the scope of our inquiry to make an income-tax assessment. It is 
enough for our purpose to say that such elaborate frauds are not perpetrated 
•unless there is hope of substantial pecuniary gain, and, as we are asked in 
■our terms of reference to indicate the extent of these gains it is enough 
to say that in our opinion they were substantial and that we estimate them 
.as above . on the material available to us. 

The above estimates, it may however, be pointed out, do not take into 
-account the reduction of tax liability in the hands of the payer companies, 
by reason of the debit of the compensation payments in their accounts, as 
items of business expenditure. This could not be computed in the absence 
-of information regarding the quantum of business profits arising from the 
sale of the depreciable mhl assets. 

In the S.S.B. Mills Ltd., there were 1,098 shareholders holding 60,186 
• deferred shares and in the M.D.M. Co; Ltd., 904 shareholders holding 
21,852 deferred shares who were not connected with the D. J. Group. 
Although the money value of the shares held by these outsiders was, small 
'Compared to the total paid-up capital, the interests of the little man can 
neither be brushed aside nor disregarded. It is as important to protect 
him as to protect those more- fortunately situated in life, because his small 
investments mean much more to him than the larger investments of richer 
imen. 



CHAPTER VI 


HAINES ROAD PROPERTY 

The transfer of the Haines Road property of S.S.B. Mills Ltd., tO' 
D.C.P.M. on or about 2nd October . 1951 for Rs. 7,60,000 when its real 
price was Rs. 16,60,000 provides another instance of the pattern, already 
noticed, to draw away the assets of a prosperous company at a much reduced 
value to a concern in which R. Dalmia was wholly or substantially interested. 
In this case, as will be shown hereafter, the object for which the transfer 
was effected was — 

(a) to dispose of the valuable properties of S.S.B. Mills Ltd., before- 
it was taken into liquidation; 

(b) to divert the capital profit on sale of the land which if realised' 

by the company and finally distributed on liquidation to its. 
principal shareholders would have been liable to Income-tax. 
in their hands; and ! 

(c) to ultimately benefit R. Dalmia through D.C.P.M. of which he- 
was the sole beneficiary. 

D.C.P.M. which was then under the effective control of R. Dalmia,. 
sold the property situated at Nahur to Bharat Insurance Co. Ltd., on 
19-3-1951 for Rs. 40,19,664 (Ex. 847). The cost of this land to D.C.P.M. 
was Rs. 11,40,077-6-0. Under the terms of the sale, D.C.P.M. was to 
develop the land into a residential colony and if it failed to do so, the Bharat 
Insurance Co. Ltd,, was entitled to claim the cost of development from- 
D.C.P.M.; and that the Bharat Insurance Co. Ltd., would develop the land! 
as a residential colony itself. 

After sometime Bharat Insurance Co. Ltd., discovered that the Nahur 
Land was not developed and also that it was not permissible to use a part, 
of it, namely, 30,000 sq. yds, for non-agricultural purposes. Bharat Insurance 
Co. Ltd., thereupon got the Nahur land valued and its value was assessed’ 
at Rs. 24,52,000. Bharat Insurance Co. Ltd., had paid Rs. 40,19,664 and- 
therefore made a claim on D.C.P.M. for the difference. 

In settlement of this claim, D.C.P.M. transferred the land at Haincs- 
Road belonging to S.S.B. Mills Ltd., to Bharat Insurance Co. Ltd., for a 
consideration of Rs. 16,60,000. 

The value of the Haines Road property was assessed at Rs. 16,60.000- 
by a firm of valuers of Bombay, Messrs. K. R. Irani & Co. In spite of 
this fact, S.S.B. Mills was pursuaded to transfer this very land to D.C.P.M. 
for Rs. 7,60,000. 

This was possible because the then directors of S.S.B. Mills Ltd., namely. 
K. B. L. Chordia, Raizada Manmohanlal, V. S. Chordia and B. L. Chokhani 
being closely related and subservient to R. Dalmia, were not in a position 
to act independently. R. Dalmia was at that time substantially interested 
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da D.C.P.M. and by the end of 1952 he became its sole beneficiary (Ex. 200 
and 201). 

The amount of Rs. 7,60,000 was not paid in cash by D.C.P.M. Instead 
this sum was debited to its account in the books of S.S.B. Mills Ltd., 
<Ex. 499/344). 

In October 1951, the investing public was interested in S.S.B. Mills Ltd., 
L>ecause its shares were held by the following public limited companies in 
-which the investing public had interest. 


C. Shares 

:(o) LESCO 18,700 (Ex. 505/121) 

(6) D.D.C. Ltd 2,700 (Ex. 441/28) 

>(c) 60,186 Deferred Shares of Rs. 2-8-0 each were held by the 

investing public (Ex. 487) 

This transaction was in Disregard of Honest Commercial Practice because 
dhe Haines Road property was transferred to D.C.P.M. for Rs. 7,60,000 
-when the then market value was Rs. 16,60,000; also because D.C.P.M. had 
transferred the same land at Rs. 16,60,{X)0 to Bharat Insurance Co. Ltd. 

This was possible because the Bharat Insurance Co. Ltd., S.S.B. Mills 
Ltd., and D.C.P.M. were under the common control of R. Dalmia. 

The directors of S.S.B. Mills Ltd., at that time were K. B. L. Chordia, 
"V. S. Chordia, Raizada Manmohanlal and B. L. Chokhani. These persons 
^cted under the instructions of R. Dalmia and were not in a position to act 
independently. The person really responsible was R. Dalmia. In this case 
the loss to S.S.B. Mills Ltd., a public limited company, was Rs. 9,00,000 
-with a corresponding gain to D.C.P.M. which was under the control of 
^.Dalmia who was its sole beneficiary. 

The aforesaid profit of Rs. 9,00,000 realised by D.C.P.M. on the sale 
of the Haines Road property on 2nd October, 1951 was (Capital in nature in 
its hands and was not, accordingly, assessable to income-tax. This profit, 
nf realised by S.S.B. Mills Ltd., on its sale direct to Bharat Insurance Co. 
Ltd., would also have been Capital in nature and so not assessable to 
Income-tax in its hands. But such profits, if earned by S.S.B. Mills would 
have correspondingly increased its distributable reserves and profits to the 
shareholders on liquidation, though if distributed, would have reached the 
Tiands of the shareholders as non-taxahle ‘dividend’ being capital profits 
'earned outside the period of two years ending 31-3-48. 

However, the distribution of the said sum of Rs. 9,00,000 though non- 
iaxable dividend on liquidation as explained above would have been ^sess- 
-able to Income-tax as “Business Profits’ in the hands of all the principal 
-shareholders of S.S.B. Mills Ltd., who were regarded as dealers in stores ■ 
■except M.D.M. Co. Ltd., and would have correspondingly increased their 
taxable ‘Business Profits’ or reduced their ‘admissible’ business loss. In 
that case the mn-taxabJe dividends would have been received by these share- 
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holders with consequent enhancement of their Income-tax liability as indi- 
cated below : — 



Shareholders 

Holdings 

Non-taxable 

dividend 

Tax payable 
on 

non-taxable 
dividend as 
“Business 
Profits” 

L.E.S.C.O. 


18,700 

C. Shares 

Pc 

1,96,053 

Rs. 

78,263 

D.C.P.M. 



53,792 

21,702 

C. Shares 

D. Shares 

5,62,963 

24,035 






5,87,993 

2,55,412 

b.D.C. Ltd. 

•• •* «• 

2,700 

C. Shares 

28,307 

11,301 

B.CJ.A. Ltd. , 



20 

C, Shares 

210 

91 






3,45,072 


It will thus be seen that the total evasion of Income-tax liability was to 
the extent of about Rs. 3,45,072. This constituted a gain to R. Dalmia. 


LlOCLA/62— 23 




CHAPTER VII 
LOANS TO D.C.PJVI. 

After acquisition, S.S.B. Mills Ltd., and M.D.M. Co. Ltd., were made 
to grant loans to D.C.P.M. These loans were given without any security. 

This is another instance of the pattern followed by the D. J. Grou]> and 
later by R, Dalmia of making a company in which the public were direcUy 
or indirectly interested to advance moneys without any security to companies 
in which the D. J. Group and later R. Dalmia were mainly interested for 
the benefit of those companies and those interested therein and to the detri- 
ment of the lending companies in which the public were interested. 

The manner in which the loans to D.C.P.M. were sought to be repaid 
is also another instance of the pattern, whereby the repayment was not inten- 
ded to take place in the form in which it was given, namely, cash, but by 
making book adjustments. By these means the funds of the two companies 
were diverted to assist R. Dalmia who had borrowed large sums^of money 
through D.C.P.M. Further, the funds of these two Companies were 
utilised — 

(a) to acquire and/or to retain the control of the companies, such 

as, Bennett Coleman & Co. Ltd., D. J. Aviation Ltd. IMward 
Keventcr(s) Ltd. etc.; and/or 

(b) to start new concerns, such as, Jaipur Udyog Ltd. 

D.C.P.M. received advances from S.S.B. Mills Ltd., and M.D.M. Co. 
Ltd., and the amounts outstanding as on the close of the financial years 
of D.C.P.M. Were as under : — 


D.CP.M S.S.B. Mills Ltd. 

Year ending 

M.D.M. Co. Ltd. 

29-2-1948 .. 

2S-2-1949 .. 

28-2-1950 . . 

28- 2-1951 . . 

29- 2-1952 . . 

Rs. 

91,00.869 6 3 

1,76,53,608 12 10 

1,40,81,590 14 6 

2,11,58,495 8 9 

1,84,02,512 3 0 

Rs. 

52,02,148 7 6 
74,61,053 2 6 
63,21,059 0 0 
1,13,55,936 10 3 
84,81.838 11 6 

(Ex. 496/ 

(Ex. 496) 

(Ex. 495) 

(Ex. 238-B) 
(Ex. 498) 

The amounts due from D.C.P.M. at the close of the financial years of 
M.D.M. Co. Ltd., and S.S.B. Mills Ltd., were as follows ; — 

Year ending 

M.D.M. Co. Ltd. 

S.S.B. Mills Ltd. 

31-3-1958 

31-3-1949 

31-3-1950 
31-12-1951* .. 

49,22,625 0 0 (Ex. 506) 

68,19,998 0 0 (Ex. 513) 

68,28,700 0 0- (Ex. 514) 

1.25,48,093 10 6 (Ex. 843) 

1,25,24,687 0 0 
1,64,02,410 0 0 
1,52,33,859 0 0 
2,41,27,216 1 6 

(Ex. 487) • 
(Ex. 511) 

(Ex. 512) 

(Ex. 843) 


*(Datc of liquidation of M. D. M. Co. Ltd. .and S. S. B.' Mills Ltd. 
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The following shares of D.C.P.M. were registered in the name of 
R. Dalmia ; — 


Year 

Pref. 

shares 

%to 

paid-up 

capital 

Ordy. 

shares 

% to 
paid-up 
capital 

Defd. 

shares 

% to paid-up 
capital 

20-11-51.. 
28-2-52 .. 
14-4-53 .. 

5,500 

5,500 

19,022 

22% 

22% 

76% 


37% 

85% 

98% 

3,59,000 

3,59,000 

3,59,000 

72 % Ex. 494 
72% Ex. 200 
72% Ex. 201 


S. N. Dudani, Secretary, D.C.P.M. in his afBdavit datd 30th September, 
1952, had stated that all the shares of D.C.P.M. were owned by R. Dahnia. 
Some were registered in his own name and some in the naihes of his nominees 
and the rest were held by private companies whose shares in turn were 
similarly owned by him. None of the shares were owned by any outsiders 
<Ex. 198). R. Dalmia, in his statement dated 10th October, 1952, before 
the District Judge, Delhi, admitted on oath that D.C.P.M. nearly all belonged 
to him (Ex. 845). The effective control of both the mill companies and 
D.C.P.M. were thus wth the D. J. Group originally and later with R. Dahnia. 

Unsecured loans of large amounts were granted- by S.S.B. Mills Ltd.j 
and M.D.M. Co. Ltd., to D.C.P.M. from time to time on interest at 4|% 
per annum (Ex. 492). Although S.S.B. Mills and M.D.M. Co. Ltd., had 
investments and cash and bank balances to the extent of Rs. 1,11,04,349 
(Rs. 67,42,792 in case of S.S.B. Mills Ltd., and Rs. 43,61,557 in the case 
of M.D.M. Co. Ltd.) as at 31st March, 1946 (Exs. 487 and 506), still they 
were made to borrow large amounts ranging between Rs. 99 lacs to 
Rs. 185 lacs in the case of S.S.B. Mills Ltd. (Ex. 487) and Rs. 41 lacs to 
Rs. 76 lacs in the case of M.D.M. Co. Ltd. (Ex. 506) by pledging their 
assets to finance D.C.P.M. to the extent of Rs. 241 lacs in the case of 
S.S.B. Mills and Rs. 125 lacs in the case of M.D.M. Co. Ltd. (Ex. 843). 
At this stage there was no indication of any expansion in the activities of 
the miU companies so as to necessitate or justify borrowing funds by pledg- 
ing their goods. 


It may also be mentioned in this connection that the advances to 
D.C.P.M. in the case of M.D.M. Co. Ltd., were shown in the balance sheet 
of M.D.M. Co. Ltd., under the main head ‘Book Debts’. This was a decep- 
tive presentation of the position to the shareholders of M.D.M. Co. Ltd. 


The investing public and the policyholders were interested in the mill 
companies as under .: — 

S.S.B. Mills Ltd. 

(а) Through Bharat Insurance Co. Ltd. which held 21,460 Conversion 

shares from December 1946 to August 1951 Ex. 366 

(б) Through LESCO which held 18,700 Conversion shares from March 

1947 till the liquidation in December 1951 Ex. 505 

• (c) Through D. J. Airways Ltd., which held 21,800 Conversion shares from 

23-3-1950 to 28-2-1951 Ex. 26/41 

(d) Through D.D.C. Ltd., which held 2,700 Conversion shares from 

31-7-49 to 31-12-1952 Ex. 441 


M.D.M. Co. Ltd. 

(а) Through Bharat Insurance Col Ltd., which held 4,000 Conversion 

shares from Decembr 1946 to 29-9-1951 Ex. 366 

(б) Through LESCO, which held 5,200 Conversion shares from March 

1947 till the liquidation in December, 1951 Ex. 505 

(c) Through D. J. Airways Ltd., which held 7,200 Conversion shares from 

23-3-1950 to 28-2-1951 Ex. 26/41 


S.S.B. Mills Ltd., and M.D.M, Co. Ltd., and also D.C.P.M. were under 
the control of the D. J. Group and later of R. Dalmia and S.S.B. Mills Ltd., 
and M.D.M. Co. Ltd., were made to borrow large amounts by pledging their 
assets, and, thereafter, to advance large amounts to D.C.P.M. without 
security at a rate of interest, ^ %, which cannot be considered adequate 
taking into account the risk involved (Ex. 491). 

In October 1950, the miU companies sold their land, plant, building 
machinery etc., to Ram Sahai Mull More Ltd. (Exs. 842 and 838) 
Both the mill companies were thereafter taken into liquidation on 31st 
December, 1951. The advances to D.C.P.M. were not, as indicated earlier, 
repaid in cash, but were partly adjusted against the- compensation payable 
by M.D.M. Co. Ltd., and S.S.B. Mills Ltd., to D.C.P.M. amounting to 
Rs. 46,90,000 towards the termination of Selling Agency and Rs. 1,19,90,000 
towards the termination of Managing Agency, and partly against the ‘Return 
of Capital’ when the mill companies were taken into liquidation (Exs. 487 
and 506). 

It will be seen from the above, that the loans to D.C.P.M. were made to 
enable the Group and later R. Dalmia to retain control over other companies 
and particularly to benefit R. Dalmia who obtained large advances from 
D.C.P.M. in his own name, even though he was not a Director or an officer 
of D.C.P.M. 




o 



CHAPTER VIII 

BENNETT COLEMAN SHAKES 

At the time the D. J. Group acquired the mills companies, S.S.B. Mills 
Ltd. and M.D.M. Co. Ltd. had large reserves made up of accumulated profits 
amounting to about Rs. 90 lacs. These were augmented to Rs. 157 lacs 
by 1951. In order to extinguish the Revenue Reserves and Profits, as 
stated eanler, the D. J. Group made these mills companies invest their 
funds in the shares of Bennett Colman & Co. Ltd., a private limited company 
of the Group in or about December, 1946. Later, in 1951, these com- 
panies were made to part with these shares at a substantially low price to 
another sister company, D. J. Aviation Ltd., of which R. Dalmia was the 
principal beneficiary. This low rate’ was a manipulated one. By this device, 
the reserves of the mills, companies were reduced to the extent of the losses 
sustained on the sales. 

This was done with a view to evade tax liability on the amount of 
Reserves and profits which, but for these losses, would have been distributed 
on liquidation and would have been received by the principal shareholders 
as dividends liable to be taxed as ‘Business Profits’ in their hands. 

Another object of making this investment was to retain control of the 
newly acquired private limited company, Bennett Coleman & Co, Ltd. The 
manner in which these investments were later transferred to D. J. Aviation 
Limited, another company in which R. Dalmia was the principal beneficiary 
at a value less than 50% of the original purchase price provides another 
instance of the pattern of the misuse of funds of public limited companies, 
in this case S.S.B. Mills Ltd. and M.D.M. Co. Ltd., for the ultimate benefit 
of R. Dalmia. 

With this background, we will proceed to examine the transactions relat- 
ing to the purchase and sale by the S.S.B. Mills and M.D.M. Co, of the shares 
of Bennett Coleman & Co. 

In or about December 1946, S.S.B. Mills bought 9,500 Pref. shares of 
Bennett Coleman & Co. at Rs. 557 per share for Rs. 52,92,500 (Ex. 487). 

About the same time M.D.M. Co, bought 6,850 Preference shares of 
Bennett Coleman & Co. at Rs. 550 per share for Rs. 37,67,500 (Ex. 506). 

The names of the sellers are not known as the books of the mills com- 
panies were not available. These blocks of shares remained with the two 
mills companies till at least 31-5-1950 and probably even longer. We say 
this because we found from the books of D. J. Aviation that D. J. Aviation 
bought 16,350 Preference shares (9,500 shares from S.S.B. Mills and 6,850 
shares from M,.D.M. Co. Ltd.) at Rs. 200 a share through Jaipur Traders 
Ltd. In the absence of the books of the two mills companies and of Jaipur 
Traders Ltd. we presumed in our statements of Matters that the 16,350 
shares that we have referred to were the same blocks that the two mills 
corapames had bought in December 1946. As this inference was not 
denied in any of the written statements we take it that that is correct. 
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By reason of these sales the S.S.B. Mills lost Rs. 33,92,500 on its Prefer- 
ence shares at Rs. 357 a share, and the M.D.M. Co. lost Rs. 23,97 500 at 
Rs. 350 per share. 

It was argued by counsel for Shanti Prasad Jain in connection with 
another transaction that it is not right to look at the matter in this way because 
the marketing was falling and this kind of arithmetic proceeds upon the 
mista^^n assumption that the market was steady in all this period. 

We have no evidence to show that the market for these shares had fallen 
in the interval. Bennett Coleman was a private limited company and its 
shares were not quoted on the stock exchange. The two mills Companies 
and Jaipur Traders Ltd., were all R. Dalmia concerns. All three were 
taken into liquidation and their books were destroyed. Also, this is a 
matter that was within the special knowledge of R. Dalmia, and as he neither 
challenged our assertions in the statements of matters in this respect, nor 
led evidence to show that our assumption was VTong we are justified in 
presuming that there was no fall in the market in respect of these particular 
shares and that therefore the loss that we have set out is correct. 

The balance sheets of the two miUs companies as at 31-3-1946 show 
that neither had enough surplus funds to enable them to make these two 
investments of Rs. 52,92,500 and Rs. 37,67,500 respectively. On the 
contrary, the result of these investments was that they were obliged to borrow 
large sums of money to enable them to carry on their own business (Exs. 
487 & 506). 

The yield on the investment of Rs. 52,92,500 by S.S.B. by way of divi- 
dend was only Rs. 5,46,250 during the period 31-3-1947 to 16-11-1951. 
And in the case of the investment of Rs. 37,67,500 by M.D.M. Co. the 
yield was only Rs. 3,93,875 during the same period. In the periods 1949-50 
and 1950-51 Beimett Coleman and Co. did not declare any dividends. 

Neither S.S.B. nor M.D.M. were companies whose business it was to 
deal in shares. The object clause No. 16, of the Memorandum of Associa- 
tion of the S.S.B. MiUs provided that it could invest and deal with the moneys 
of the company not immediately required in such manner as may from tirue 
to time be determined. That of the M-D.M. Co. was similar. The clause is 
No. 3(H) and says that the company could Jnvest its funds upon such 
securities as may from time to time be determined by the directors. It 
was, therefore, improper for these two miUs companies to have made these 
investments in a private limited company, especiaUy when that left them 
with no funds to carry on their own business without borrowing. If these 
miUs companies had invested these moneys in any bank or other investments 
they could have earned, at the rate of 4i% Rs. 11,02,725 in the case 
the S.S.B. Mills and Rs. 7,84,925 in the case of the M.D.M. Co. 

The loss that the two mills sustained by this shufiling of shares was of a 
capital nature. We have also shown that they sustained heavy, losses due to 
the payments of compensation for terminating the Selh'ng and Managing 
Agencies. Despite this the Liquidators of the two miUs distributed to the 
shareholders, on 31-12-1952, sums of Rs. 53,65,248 and Rs. 35,72,356 
respectively out of the surplus assets of the respective companies over and 
above the return of the paid up capital (Exs. 487 & 506). 
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But for these losses of Rs. 33,92,500 and Rs. 23,97,500 the Companies 
at the date of the liquidation on 31st December 1951, would have been 
left -with correspondingly higher reserves and profits which would have been 
distributable to shareholders as surplus assets. The scheme of Section 
2(6A)(C) of the Indian Income-tax Act, 1922 (prior to its amendment in 
1955) was to tax the “accumulated profits” of the six years immediately 
preceding the year of liquidation, and therefore the aforesaid losses, having 
been debited in the year of liquidation, could not have reduced the accu- 
mulated profits of the six preceding years. Nor would the accumulated 
profits have been reduced because the losses were of capial nature. But if 
the losses had not been debited, the reserves when distribut- 
ed would have become assessable in the hands of such of the shareholders 
of S.S.B. and M.D.M. as were regarded as dealers in securities, and these 
would have increased their “business profits” even if they did not fall to be 
assessed under the said section 2(6A)(C) of the Indian Income-tax Act, 
1922. Thus, if the said sums of Rs. 33,92,500 and Rs. 23,97,500 been 
available for distribution, they would have correspondingly increased the 
taxable “business profits” or reduced the admissible “business losses” in the 
hands of the shareholders other than M.D.M. Co. Ltd. In that case, the 
non-taxable dividends would have been received by these shareholders with 
consequent reduction of their income-tax liability as indicated below : — 


S.S.B. Mill (Exs. 487 OT/rf491) 


Shareholders 

Holdings 

Non-tax- 
able dividend 

Tax 

payable on 
' non-taxable 
dividend as 
‘Business 
profits’ 

L.E.S.CO. 

18,700 

C. Shares 

pc 

7,38,794 

Rs. 

2,94,940 

D.C.P.M, 

53,792 

C. Shares 

' 21,25,199 

9,62,476 


91,702 

D. Shares 

90,574 





22,15,773 


D.D.C 

2,700 

C. Shares 

1,06,671 

43,085 

B.U.A 

20 

C. Shares 

790 

333 





13.00,834 


Note. — The sum of Rs. 33,92,500 out of the Reserves and profits would liavc been distri- 
buted to the shareholders as non-taxable dividend on liquidation on the two 
classes of shares of the company (in proportion to their total paid-up value) os 
below : — 


Rs. Rs. 

82,03,600 

(0 On 82,036 Conversion shares (of Rs. too each) .. 33,92,500 >' 

85.84.394 

3,80,798 

<i0 On 1 ,52,319 Dcfd. shares (of Rs. 2/8/- each) . . 33,92,500 >; 

85.84.394 
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M.D.M. Co, Ltd. 

Shareholders 

Holdings 

Non-taxable 

'dividend 

Tax 

payable on 
non-taxable 
dividend as- 
‘Business 
Profits’ 

L.E.S.C.O. 
D.C.P.M. .. 

5,200 C. Shares 

; 23,128 C. Shares 

13,248 D. Shares 

pc 

4,14,420 

18,43,213 

52,791 

Rs. 

1,65,444 
. 8,23,577 



18,96,004 

9,89,021 


Note. — ^The sum of Rs. 23,97,500 out of the reserves and profits would have been distri- 
buted to the shareholders as non-taxable dividend on liquidation of the two classes 
of shares of the company (in proportion to their total paid-up value as 
below : — . . . 

Rs. ■ Rs. 

.28,32,800 

(i) On 28,328 Conversion shares (Rs. 100 each) . . 23,97,500 x-r 

30,08,300 

1,75,500 

■ • (i7) On 35,100 Defd. shares (Rs. 5 each) .. .. 23,97,500 x 

30,08,300 

It is thus apparent that the total evasion of income-tax liability was 
about -Rs. 13, (W,834 in the case of the S.S.B. Mills and about Rs. 9,89,021 
in the case of M.D.M. Co. Ltd. The major portion of this would have- 
gone to R.Dalmia.' 



CHAPTER IX 


LIQUIDATTON, TRANSFER OF ASSETS AND 
DESTRUCTION OF BOOKS 

We now reach the final stage. The usual pattern was followed; First, 
a member’s voluntary winding up as soon as the mills had been bled white; 
next, a transfer of the assets to a company under the effective control of 
R. Dalmia — ^in this case South Asia Industries (the old LESCO) and lastly 
destruction of the books. 

The objects were — 

(1) to terminate the corporate existence of the mills as the purpose 
for which they had been acquired had been achieved; and 

- (2) to obviate possible investigations into the affairs of the mills as 
managed by R. Dalmia. 

The objects for which the books were destroyed were — 

(1.) to obviate a possible inquiry into the affairs of the mills as managed 
by R. Dalmia; 

(2) to obviate a possible judicial investigation; and 

(3) to destroy evidence that would be available in Civil and Criminal 
proceedings. 

We will now examine the facts. 

After R. Dalmia acquired control of the two mill companies, S.S.B, 
Mills Ltd. and M.D.M.Co. Ltd., he- devised the following scheme to enable 
him to draw out the large profits and accumulated reserves of these two mill 
companies. 

If he had not done so, these profits and reserves would have gone to the 
shareholders, but they would have been obliged to pay lax on the sums 
that reached their hands. 

In the case of mill companies, the shareholders were D.C.P.M., LESCo., 
B.U.A. Ltd., and D.D.C, Ltd. R. Dalmia had 100% shareholdings in 
D.C.P.M., 95%in LESCo., 100% in B.U.A. Ltd. and 65% in D.D.C. 
Ltd., Therefore to all intents and purposes the shareholders of these two 
mill compam'es were R. Dalmia. 

In order to avoid payment of tax, R. Dalmia devised the following 
scheme. He floated two companies, B.U.A Ltd. and V. V. Ltd., and 
appointed them, one to each mill, managing agents. He was the sole bene- 
ficiary in both these managing agency companies. So they were in reality 
an alias for R. Dalmia. 

Then he brought about a breach of the terms of the managing agency 
agreements and thus laid the two mill companies open to claims for payment 
of compensation. 

This compensation was not liable to lax at that time. By this device 
he obtained for himself the profits and accumulated reserves of the two 
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mill companies through B.U.A. Ltd. and V. V. Ltd., without having to 
pay tax. 

Similarly, D.C.P.M. was, through the directors of the two mill com- 
I^nies, appointed as selling agents. By reason of the same breach, he laid 
the two mill companies open to payment of compensation and thus drew 
out the profits and reserves of the two mills by following a similar pattern in 
this case also. 

As stated earlier, the S.S.B. Mills and the M.D.M. Co. were acquired 
in October 1946 (Ex. 365). Thereafter, in October, 1948, D.C.P.M. was 
appointed as seUing agents for a period of 10 years (Exs. 491/220 & 491/223); 
and, then on 5th July, 1950, B.U.A. and V. V. Ltd. were fraudulently 
and collusively appointed as Manging Agents with effect from the 1st July, 
for a period of 20 years (Ex. 538/1 and Ex. 481). 

In October 1950 an agreement to sell^the undertaking of these two 
companies was entered into with Ram Sahai Mull More Ltd. (Exs. 842 
& 828). This agreement purported to cause a breach of the Managing 
Agency and Selling Agency agreements. D.C.P.M., B.U.A. & V.V. Ltd., 
accordingly claimed compensation. 

On 28-2-51 the compensation was mutually settled at Jls. 1,66,80,000. 

R. D. Joshi .& Co. Auditors of S.S.B. and M.D.M. gave Solvency Certificates 
under Section 207 (2) of the Indian Companies Act, 1913 on . 5-12-51 
pd 12-11-51 respectively (Ex.' 487/210 & Ex. 506/638); and declarations 
in respect of the solvency certificates under Section 207^(1) signed by K. B. L. 
Chordia, V. S. Chordia and B. L. Chokhani in the' case of S.S.B. Mills, 
and by G. L. Chokhani, S. S. L. Chordia and B. L. Chokhani in the case 
of M.D.M. were filed with the Registrar of Companies, Bombay (Ex. 
487/211 and Ex. 506/639). 

On 7th December, 1951 a notice was issued to the shareholders 
informing them that an Extra ordinary General Meeting was being called 
for the 31st December, 1951 to consider the special resolution proposing 
that the S.S.B. Mills and M.D.M. Co. shall be taken into voluntary liqui- 
dation (Ex. 487 and Ex. 506). 

On 31st December, 1951, at the shareholders general meetings of the 
respective companies, S.S.B. and M.D.M. were both taken into voluntary 
liquidation and V. Shanker Iyer was appointed as Voluntary Liquidator 
(Ex. 487 and Ex. 506). The Liquidator was vested with powers under 
section 179 (d), (e) and (f) and section 234 (i) of the Indian Companies Act, 
1913 (Exs. 487 & 506) on 3-5-52 in the case of S.S.B. and on 26-4-52 
in the case of M.D.M. R. D. Joshi and D. D. Joshi were appointed as joint 
liquidators of both S.S.B. and M.D.M. on 3rd May 1952 and 26th April, 
1952 respectively; and on 16th May, 1953, the Voluntary Liquidators of 

S. S.B. and M.D.M. referred the matter of payment of compensation for the 
breaches of the Selling and Managing Agencies agreements to Arbitrators. 

The Arbitrators gave their award on 24-11-52 and upheld the claim 
for payment of compensation to B.U.A. and V.V. Ltd. in respect of the 
Managing Agency Agreements and to D.C.P.M. in respect of the Selling 
Agency. On the date of the liquidation, viz., 31-12-51 D.C.P.M. was 
indebted to the S.S.B. Mills to the extent of Rs. 1,84,35,610-12-6 and to 
M.D.M. Co. to Rs. 1,25,48,093-10-6 (Ex. 843). 
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On 29th January, 1953 the liquidators of S.S.B. and M.D.M. filed a 
statement of receipts and payments for the period from 1st January, 1952 
to 31st December, 1952 with the Registrar of Companies, Bombay, showing 
the value of the assets and liabilities as at the commencement of the winding 
up and the Realisation and Disbursements as follows: — 



S.S.B. 

M.D.M. 

Assets at the commencement of winding up 
Liabilities at the commencement of winding 

2,05,09,262 

1,00,22,900 

up . . 

46,91,000 

27,60,300 

Total realisations 

1,85,52,695-6-10 

1,04,33,720-0-2 

Total disbursements 

1,85,24,711-8-10 

1,04,21,860-15-9 

(Exs. 487 and 506) 


In the Liquidator’s statement of account the “Realisation” included 
the amounts of three bundles drawn by the liquidators on D.C.P.M. against 
its indebtedness to the S.S.B. Mills and M.D.M. Co., to the extent of 
Rs. 1,84,35,610-12-6 and Rs. 1,25,48,093-10-6 as follows: 

(Ex. 487) (Ex. 506) 


S.S.B. M.D.M. 


Rs 

(0 85,84,397-8-0 

<((•) 43,10,000-0-0 

<iit) 53,65,248-7-0 


1,82,59,645-15-0 


Rs. 

Being the amount 22,80,000-0-0 
of Hundies drawn 
on D.C.P.M. in 
favour of share- 
holders. 

Being amount of 30,08,300-0-0 
Hundi drawn in 
favour of B.U.A. 

Being amount of ■ 35,72,356-4-0 
Hundies drawn on 
D.C.P.M. in 
favour of share- 
holders. 


88,60,656-4-0 


Being the amount 
of Hundi drawn 
on D. C. P.M. in 
favour of V. V. 
Ltd. 

Being the amount 
of Hundi drawn 
in favour of 
shareholders. 

Do. 


The registered shareholders of S.S.B. and M.D.M. at that time, to whom 
the capital was returned were as follows: 

List of shareholders of S.S.B. Mills to whom payment was made 
up to 31-12-52 (£r. 487) 


Name of shareholder 

No. of 
shares 

@ Rs. 100 
per share 

@ Rs. 62-8-0 
per share 

Conversion shares : 




1. D.C.P.M 

2. D.D.G Ltd 

3. M.D.M. .. 

4. B.U.A 

5. J. C. Jain . . 

6. C. L. Chokhani 

7. Bharat Insurance Co 

8. R. Dalmia . . 

39,010 

2,700 

6,824 

20 

12 

10 

21,460 

12,000 

39.01.000 

2.70.000 
6,82,400 

7.000 
1,200 

1.000 
21,46,000 
12,00,000 

24,38,125 

1,68,750 

4,26,500 

1,250 

750 

625 

13.41,250 

7,50,000 


82,036 

82,03,600 

51,27,250 
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Name of shareholder 

No. of 
shares 

@,Rs. 2-8-0 
per share 

@ Rs. 1-9-0 
per share 

Deferred shares; 



-• 

1. D.C.P.M. 

91,702 

2,29,225 

1,43,284-6-0 

2. Investing Public (1,098 persons). . 

60,617 

' 1,51,573 

94,225-p-O 


152,319 

3,80,798 

2,37,509-6-0 

But the beneficial ownership was with the following : 


(Ex. 491/71-72) 



Conversion shares : 



/ 

1. D.C.P.M . . 

53,792 

53,79,200 . 

33,62,000 

2. B.U.A 

20 

2,000 

1,250 

3. M.D.M 

6,824 

6,82,400 

4,26,500 

4. D.D.C. Ltd 

2,700 

2,70,000 

1,68,750 

5. L.E.S.C.O. 

18,700 

18,70,000. 

11,68,750 


82,036 

82,03,600 

51,27,250 

Deferred Shares : 

i. D.C.P.M 

91,702 

2,29,225 

1,43,284-6-0 

2. Investing Public (1,098 persons). . 

60,617 

1,51,573 

94,225-0-0 


. 1,52,319 

3,80,798 

2,37,509-6-0 

List of shareholders of M.D.M. to whom payment was made 


up to 31-12-52 (Ex. 506) 



. Name of shareholders 

No. of 

@ Rs. 100 

@ Rs. 118-12-0 

• 

shares 

per share 

per share 

Conversion shares : 

1. Bharat Insurance Co 

4,600 

4,60,000 

5,46,250 

- 2. R. Dalmia 

6,000 

6,00,000 

7,12,500 

3. J. C. Jain 

25 

2,500 

2,968-12-0 

4. D.C.P.M 

17,693 

17,69,300 

21,01,043-12-0 

5. G. L. Chokhani • 

10 

1,000 

1,187-8-0 


28,328 

28,32,800 

33,63,950-0-0 

Name of shareholder 

No. of 

@ Rs. 5 

@ Rs. 5-15-0 


shares 

per share 

per share 

' Deferred shares 

1. D.C.P.M. : 

12,994 

64,720 

76,855 

2. B.U.A 

233 

1,165 

1,383 7 0 

3. P. L. Sah . . 

5 

25 

29 11 0 

4. M. M. Panchwagh 

1 

5 

5 15 0 

5. C. J. Kansara 

5 

25 

29 11 0 

6. B. L. Chokhani 

50 

250 

296 14 0 

■ 7. K. B. L. Chordia 

10 

50 

59 6 0 

8. Investing Public 

21,852 

1,09,260 

1,29,746 4 0 


35,100 

1,75,500 

2,08,406 4 0 
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But the beneficial ovs'ncrship was with the following : 


{Ex. 491P2) 

Conversion shares ; 

1. L.E.S.C.O. 

Z J. C. Jain . . 

3. G. L. Chokhani . . 

4. D.C.P.M 

- .. 

5,200 

25 

10 

23,093 

5,20,000 

2,500 

1,000 

23,09,300 

6,17,500 0 0 
2,968 12 0 
1,187 S 0 
27.42,293 12 0 

- 


28,328 

28,32,800 

33,68,950 0 0 

Deferred shares : 





D.C.P.M 


12,944 

64,720 

76,855 0 0 

B.U.A. " 


233 

1,165 

1,383 7 0 

. P. L. Sah 


5 

25 

29 11 0 

M. M. Panchwagh . . 


1 

5 

5 rs 0 

C. J, Kansara 


5 

25 

29 11 0 

B. L. Chokhani 


50 

250 

296 14 0 

K. B. L. Chordia 


JO 

50 

59 6 0 

Investing Public 


21,852 

1,09,260 

1,29,764 4 0 



35,100 

1,75,500 

2,08,406 4 0 


5.5. B, 

Instead of paying the amount to the registered shareholders of S.S.B. Mills 
Ltd,, the entire amount of Rs, 1,39,49,645-15-0 was credited on 29th 
and 30th December, 1952 in the first instance to the account of D.C.P.M. 
The amount of Rs. 43,10,000 payable to B.U.A. was also credited on 29th 
December, 1952 to the account of D.C.P.M. and the indebtedness of D.C.P.M. 
which stood at Rs. 1,84,35,615-15-0 at the commencement of the liquida- 
tion, Le. on 1st January, 1952, was brought down to Rs. 1,75,964-13-6 on 
31st December, 1952. 

M.D.M, 

In the case of M.D.M. instead of paying the amount to the registered 
shareholders, the entire amount of Rs. 65,80,656-4-0 was credited in the 
first instance to the account of D.C.P.M. The amount of Rs. 22,80,000 
payable to V.V. Ltd., was also credited to the account of D.C.P.M. and 
thus the Indebtedness of D.C.P.M., which stood at Rs. 80.59.325 at the 
commencement of the liquidation and subsequently increased by Rs. _1 1,08,900 
which represented the return of capital and surplus from S.S.B. Mills Lid., 
was ultimately brought down to Rs. 3,07,568-12-0 (Ex. 487 and Ex. 506). 
On the date of the liquidation 1,098 persons held 60,617 Deferred shares of 

5.5. B. Mills and 904 persons held 21,852 Deferred shares of M.D.M. The 
return of capital to the above shareholders was not made direct by the 
liquidators but the amount was in the first instance credited to the .nccovini 
of D.C.P.M. on 29th and 30th December, 1952 and D.C.P.M. refonded the 
amount to the respective shareholders (Ex. 487 and Ex. 506). 

S.S.B. 

Had the S.S.B. Mills not paid the compensation of Rs. I,02,20.(»:i 
all the shareholders, including 1,098 members of the investing public, '^ou^d 
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have received a higher return of capital. Of the amount of Rs, 1,02,20 000 
nearly Rs; 1,80,894 would have been received by these 1,098 shareholder as 
surplus on their capital, and the balance of Rs. 1,00,39,101, by five companies 
as dividend in liquidation. 

M.D.M. 

Had.M.D.M. Co. Ltd., not paid the compensation of Rs. 64,60,000 all 
the shareholders including 904 members of the investing public would also 
have received a higher return of capital. Of the amount of Rs. 64'60,000 
nearly Rs. 2,34,498 would have been received by these 904 shareholders 
as surplus on their capital and the balance of Rs. 62,25,502, by the two 
companies and R. Dalmia. 

The above companies would have been liable to tax. Tlie amount of 
the tax, they would have been liable to pay is estimated at Rs. 42,88,618. 

On 10th April, 1953, a notice was given to the shareholders of S.S.B 
Mills and M.D.M. Co. Ltd., stating that a meeting of the shareholders would 
be held on 4th May, 1953 to consider the scheme of arrangement under 
section 208C of the Indian Companies Act, 1931 between S.S.B. Mills and 
M.D.M. Co. Ltd., on the one hand and South Asia Industries Ltd., 
(formerly known as LESCO) on the other, and to authorise the liquidators 
to implement the scheme, if approved. 

On 4th May, 1953 at the shareholders’ meeting the scheme was approved. 
Under the scheme South Asia Industries Ltd., was benefited to the extent 
of Rs. 4,26,069 by taking over assets and liabilities of S.S.B. and suffered 
a capital loss of Rs, 7,72,748 by taking over the assets and liabilities .of 
M.D.M, The capital loss of Rs. 1,72,748 was set off against the capital 
profit of Rs, 4,26,069 made in the case of the S.S.B. Mills Ltd. (Exs. 701 & 
504 ): 

On 8th May, 1953 the agreement was executed between the liquidators 
of S.S.B; and M.D.M. and G. L. Chokhani, Director, on behalf of South 
Asia Industries Ltd. 

On 1st February, 1954 the Liquidators filed the final statement of accounts 
in respect of S.S.B. and M.D.M. with the Registrar of Companies under 
section 208E of the Indian Companies Act, 1913 (Exs. 487 & 506) and on 
expiry of three months that is, from 1st May, 1954, both the mill companies 
were finally dissolved. 

Destruction of books: 

On 25th May, 1953, i.e. 17 days after taking over the assets and 
liabilities of S.S.B. and M.D.M. R. Sharma, M. L. Sodhani and R. L. 
Chordia, directors of South Asia Industries Ltd., authorised G. L. Chokhani 
a director of the company to destroy the records of S.S.B. and M.D.M. 
except those that were required for settling the claim of the shareholders 
of the transferor company under the terms of the scheme (Ex. 505/243). 
Thereafter the records and books of account of both S.S.B. and M.D.M. were 
destroyed. 

The books of account and records of S.S.B. and M.D.M. have not been 
made available to the Commission and in response to the summons issued 
by the Commission in November 1958, South Asia Industries Ltd . 
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\kle its letter No. Cbm./SAI/748, dated 24-11-58 replied to the Commission as^ 
under (Ex. 507): 

“After the. transfer of assets and liabilities of S.S.B. and M.D.M. in 
1953, the company kept only those records of which it had 
utility and the records which were of no use to the company 
were disposed of. Whatever record which was available with 
the company was seized by the Special Police Establishment 
in 1953. Hence we have not got any record with us pertaining 
to S.S.B. and M.D.M.” 

But no records pertaining to S.S.B. and M.D.M. were seized by the Special 
Police Establishment. 

It may not be out of the place to mention here that M. L. Sodhani. 
who was a director of South Asia Industries which autliorised the destruc- 
tion of books of account of the mill companies, was a director in the 
following companies which also authorised the destruction of books of 
account: — 

DJ. Aviation Ltd. 

Authorised the destruction of books of D.J.A. 

(Ex. 56) 

South Asia Industries Ltd. 

Authorised the destruction of books of S.S.B. 
and M.D.M. (Ex. 505/243) 

Delhi Glass Works Ltd. 

Authorised the destruction of books of DCPM 
and Gwalior Bank Ltd. (Ex. 604) 

R. Sharma (deceased), who was a director of South Asia Industries, 
was a director of the following companies which authorised the destruction 
of Books; 

D,J. Aviation Ltd. 

Authorised the destruction of books of 
DJA (Ex. 56) 

South Asia Industries Ltd. 

Authorised the destruction of books of S.S.B. 
and M.D.M. (Ex. 505/243). 




CHAPTER X 
responsibility 

v,e now MVC .o assess £ S/S 

that we have regarded as impropc . 
following heads:— 

1, The D.L Group; 

2. R* Dalntia; ^w^^;ph exception has 

3 , Those who took par. in the varions acts to wh.oh 

been taken; and 

4. The directors at the relevant times. 

r 

A. Selling Agencies: 29-10-1948- 

The appointments of ^fo^fso^^and the compensation was sett e 
The breaches occurred on 

on 28-2-1951. _ of selling agents and as the 

There is ‘^Vwith'tte 'appoint- 

«n.f amply SfSidTR 'll JS m S 

SSr-St t oTr 

his confidence.. As regards He has not filed a rcpiy^^^^^ 

doubt that R. Dalmia ^Jence is strong to show 'hat h , 

statements of matters and it is unlikely out- 

control of ^ s l ow th either 

who were subservient to him w stacc so wc do not 

lined above on their o'™’ ^as concerned at this stage, 

Shanti Prasad Jam or J- Group. 

ascribe responsibility to v. (■77-10-1950) wore: 

The directors p. the d«« or the h.cach (« 10. 


S.S.B. Mills 


Af.DJf. Co. Ltd. 


j, p. Jain 
S S. L. Chordia 
K. B. L. Cliordia 
V S. Chordia 
„■ L. chokhani 
Man Mohanlat Rauada. 

j P. Jain 
G. L. Chokhani 
B. L. Raizad-i 
S. S. L. Chordia 
U 1,. Chokhani. 
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On 28-2-1951, the date on which the compensation was settled, the 
jfoUowing had dropped out : 

J. P. Jain 

S. S. L. Chordia. 

The rest were still there. 

The directors of D.C.P.M. at, these dates were : 

V. D. Agarwal 
M. K. Roy 
S. R. Srivastava 
P. S. Patke. 

J.'P. Jain did not reply to the statements of matters nor did P. S. Patke; 
but P. S. Patke was examined as a witness. 

The three Chordias and the two Chokhanis merely raised a number o^ 
legal and technical objections but did not reply on th^* merits. 

The two’ Raizadas say that they had no hand in the. matter. Man 
Mohan Lai Raizada also says that he never attended any board meeting 
•and so cannot say whether these matters were ever discussed there. He 
adds that if the matter had been referred to him it would not have “escaped 
his notice” as it involved payment of a large sum. 

S. R. Srivastava said in his written statement that the compensation was 
settled by P. S. Patke on behalf of D.C.P.M., apparently without any resolu- 
tion of the board, so. he says that he was not “in the know of things”. 

B. Managing Agencies: 

We will now turn to the managing agencies. Here the crucial dates are 
30-8-1950 and 26-10-1950, the dates of the agreements, 27-10-1950, the 
-date of the breach, and 28-2-1951, the date on which the compensation was 
settled. The directors are the same and their replies are the same. 

The breaches of all 4 sets of agreements (the two selling agency agree- 
ments and the two managing agency agreements) v/ere occasioned by the 
:same act, namely the sale of the two mill concerns to Ram Sahani Mull More 
Ltd. 

It will be , seen from what we have said above that the thi'ee Chordias 
;and G. L. Chokhani were directly concerned with the appointments of the 
managing agents, and that K. B. L. Chordia was directly concerned with the 
breach. G- L. Chokhani comes in again on 28-2-1951 when the question of 
■compensation was settled between V. V. Ltd. and M. D. M. Co. Ltd. We 
have held that the appointments of the managing agents were fraudulent and 
that the appointments, the breaches, and the payments of compensation were 
all part of the same fraud. In view of the rsiationship of these persons to 
R. Dalmia and in view of their constant association with these several 
transactions, we are of opinion that the three Chordias and G. L. Chokhani 
knew of the fraud and were parties to it. 

B. L. Chokhani came in at the last stage, but he could hardly have been 
ignorant of what went before when he agreed to the compensation, so we 
ithink he was also a party to the fraud, at any rate at the last stage. 
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As regards the other directors, we have no evidence to show that they 
knew anything about any of these matters, so all we can say against them 
is that they were negligent in the discharge of their duties because the sale 
of the mill undertakings with the consequent breaches of the selling and 
managing agency agreements are large and important matters about which 
they should have kept themselves informed. However, they were all 
dummies and were subservient to R. Dalmia. Their responsibilities compared 
to his are small. 

We did not classify the breach of the selling agency agreements as fraudu- 
lent in our statements of matters, so we will place that under the head of 
Disregard of Honest Commercial Practice. The managing agency agreements 
were fraudulent throughout. 

C. Haines Road Property'; 

The crucial date here is 2-10-1951. 

R. Dalmia was again the master mind behind this transaction. The only 
others who can be said to have been responsible are the following directors - 

1. K. B. L. Chordia 

2. V. S. Chordia 

3. Man Mohan Lai Raizada 

4. B. L. Chokhani. 

We have already said that these directors were subservient to R. DaJmi.a 
and so their responsibility was only that of directors who ought to have taken 
a more active and independent part in the alfairs of the mill. 

D, Loans; 

The loans to D.C.P.M. from these mills were advanced between 29-2-1948 
down to 20-2-1952. 

The Statements of Matters of S-S.B- Mills Ltd. and M.D.M. Co- Lid. 
in regard to the loans granted to D.C.P.M. were serv'ed on the following : 

1. R. Dalmia 

2. S. P. Jain 

3. J. Dalmia 

4. Shriyans Prasad Jain 

5. Shital Prasad Jain 

6. V. H. Dalmia 

7. G. L. Chokhani 

8. J.P.Jain 

9. S. S. L. Chordia 

10. M. P. Modi" 

11. K. B. L. Chordia 

12. V. S. Chordia • 

13. R, L. Chordia 

14'. J. L. Raizada 

15. B. L. Raizada 

16. M. M. L. Raizada 

17. B.L. Chokhani. 
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R. Dalmia, Shital Prasad Jain and J. P. Jain have not replied. 

G. L.-Chokhani; S. S. L. Chordia, K. B. L. Chprdia, V. S. Chprdia. 
B. L. Chokhani and R. L. Chordia merely challenged the Statement of 
Matters on legal and technical grounds. 

Shanti Prasad Jain and J. Dalmia denied that the advances made by the 
mill companies to D.C.P.M. were instances of any alleged pattern followed 
by the D. J. Group. They have denied that the D. J. Group made any 
■company, in which the public were directly or indirectly interested, to 
•advance moneys to other companies to the detriment of the lending com- 
panies or for the benefit of the borrowing company. They have further sub- 
mitted that the rate of interest on which advances were made by the mill 
■companies to D.C.P.M. was hot low specially having regard to the rate of 
interest on Government Securities. In any case, they were not, they added, 
■connected with or interested in the afiairs of these two companies after they 
had ceased to be directors in October, 1947. Shanti Prasad Jain also 
4eposed that the financial position of D.C.P.M. was sound at the time the 
•loans were made. Shriyans Prasad Jan’s written statement is on the same 
lines. All the three have, however, stated that D.C.P.M. enjoyed good 
credit, and reputation during the period they were connected with the com- 
pany and further, that the advances did not result in any loss. 

M. P. Modi said in his written statement that the allegations made and 
inferences drawn by the Commission are matters of opinion and he does not 
•agree with them. 

V. H. Dalmia in his written statement stated that he has nothing to add 
to the explanation given by Shriyans Prasad Jain. 

M. L. Raizada stated that the facts set out in the statement of matters 
^ould show that the real beneficiary of these advances was R. Dalmia. He 
4enied all knowledge of these loans. 

. J. L. Raizada in his reply stated that the directors staying at Bombay 
•carried out the instructions of those in control of the D. J. Group and it is 
Tor them to explain why advances were given and that he had no hand in 
the matter. He was not a beneficiary of D.C.P.M. and did not derive any 
personal advantage from these loans. He also added that it was possible 
that the loans might have increased by a few lakhs during his period of 
•directorship, because D.C.P.M. were the selling agents of the mill companies 
and as such; some arrears of sale proceeds might have accumulated in the 
Bands of D.C.P.M, 

B. L. Raizada stated that he was not a director. He was sitting at 
Bombay looking after realisation of arrears from the selling agents or taking 
any decision in regard to granting any loans and he had already submitted 
that he attended only one meeting. 

A ^ance at the balance sheets of D.C.P.M. as at 28-2-1947 to 28-2-1951 
will show that its financial position was not sound. .Also it had huge 
liabilities as under — 

* Rs. 

28-2-1947 / . . 4,86,41,056 Ex. 460 

28-2-1948 .. 5,75,32,063 Ex. 461 

28-2-1949 .. 7,63,21,437 Ex. 497 

28-2-1950 . . 6,81,94,162 Ex. 237 

28-2-1951 - . . . . 7,71,26,161 Ex. 282 
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In these circumstances, the granting of such large amounts as loans to 

D. G.P.M. by these two mill companies and without any security cannot be 
regarded as having been made in good faith. These advances were made 
and could only have been made because of the common control over the 
companies concerned, at the start by the D. J. Group and later by R. Dalmia. 

E. Bennett Coleman Shares 

The statement of matters about this was served on R. Dalmia, J. Dalmia. 
Shanti Prasad Jain, Shital Prasad Jain, Shriyans Prasad Jain, B. L. Raizada, 
G. L. Chokhani, R. L. Chordia, V. H. Dalmia and J. P. Jain. 

R. Dalmia, Shital Prasad Jain and J. P. Jain did not send any reply 
G. L, Chokhani and B. L. Chordia in their replies challenged the 
statements of matters only on legal and techm'cal groups. 

Shanti Prasad Jain and J. Dalmia raised the following contentions in 
their written statements: 

“It is not correct to say that the yield on the said investment of 
Rs. 52,92,500 in the case of the S. S. B. Mills Ltd, and 
Rs. 37,67,500 in the case of the M.D.M. Co. Ltd., was only 
Rs. 5,42,250 and Rs. 3,93,875 during the period from 3151 
March, 1947 to 16th November, 1951. It may be pointed out 
that’ the said 9,500 and 6,950 Preference Shares of Bennett 
Coleman & Co. Ltd., purchased by S. S. B. Mills Ltd., and 
M.D.M. Co Ltd., were Cumulative Preference Shares and divi- 
dend did accrue when not paid It is denied that there 

was a loss of interest to S. S. B. Mills Ltd. and M.D.M. Co. 
Ltd. It is contended that the entire basis of the allegations 
regarding the alleged loss of interest and the approach of the 

Commission in respect of this matter is erroneous It is 

denied that the loss of Rs. 33,92,500 in the case of S.S.B. Mills 
Ltd. and Rs. 23,97,500 in the case of M.D.M.C. Ltd., were 
rendered possible, because the D. J. Group was in control of 
S.S.B. Mills Ltd., M.D.M. Co. Ltd., D.C.P.M. and Jaipur 
Traders Ltd. It is submitted that the said loss was caused because 
of the fall in the prices of the shares which was ocaisioncd 
due to steep fall between 1946 and 1951. The sale of thc<c 
shares which also took place long after 3 1st May, 1948, when 
D- J, Group ceased to exist, cannot be put for^vard as an 
example of any alleged pattern of the D. J. Group.” 

They have further stated that the said investments were good and sound 
and Were made for prices which were fair and proper having rcg.ird to the 
financial position of Bennett Coleman & Co. Ltd., and (he yield on the said 
investments. They further contended that they w'^rc not concerned wiih or 
responsible for the alleged evasion of Income-tax liabifily, 

'In his evidence before the Commission Shanti Pmsad J.iin said Unai the 
Preference Shares of Bennett Coleman & Co_. Ltd., were worth the pr:cc p.vu 
for then by S.S.B. Mills Ltd., as he had since ascertained from cnq'.J!tw'_. 
Also, while the price paid by S.S.B. Mills Ltd., for these share, v.w Sj -- ■ 
per share, that paid to the Europeans who sold there snare.-. w.is i,s. . 
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Counsel for Shanti Prasad Jain, therefore, contended that the price at 
■which the shares of Benett Coleman & Co. Ltd., were purchased by the 
mill companies was reasonable; and as regards the big loss arising from the 
tsubsequent sale, it was submitted that since the sale took place after the date 
vof dissolution, his client was not responsible for that. 

iShriyans Prasad Jain has also submitted his reply on the same lines. 

B. L. Raizada has stated as under in his reply: 

“I do not remember to have been consulted in regard to this invest- 
rnent because investment in shares or otherwise were done by 
. directors in Bombay, who were more in touch wth day-to-day 
fluctuations in shares or by persons who were in real control 
of the affairs of the company.” 

'V. H. Dalmia has stated that he has nothing to add to the explanation given 
iy Shanti Prasad Jain. 

From all that has been set out above, it is evident that all this was 
rendered possible because the D. J. Group and later R. Dalmia was in overall 
■control of the companies concerned. Most of the directors were close 
relatives and/or employees of the concerns under the control of the D. J. 
droup and later of R. Dalmia, and they were not in a position to act 
independently 

The investments complained of were made in or about December 1946. 
We are of opinion that they were improper for the reasons’that we have given. 
The directors at that time were, 

Shanti Prasad Jain 
J. Dalmia 
y. H. Dalmia 
Shriyans Prasad Jain 
G. L. Chokhani and 
J. P. Jain. 

In ouf opinion they ought to have looked into this matter and should not 
have allowed the purchases. We find it impossible to justify questionable 
investments that did not leave enough money in the mills to carry on their 
-day-to-day business. 

The sales were effected in 1951. At that 'date all but G. L. Chokhani 
had dropped out and he was then only a director of M.D.M. Co. The 
interval of time between the purchases and the sale isJoo great to justify 
an inference that those who were directors at the date of the purchases knew 
what was going to happen to the shares five years later, so we absolve 
them from responsibility for the' sales. But G. L. . Chokhani cannot be 
absolved. 

R. Dalmia was, however, the one really responsible for both the purchases 
and the .sales. 

In our opinion the purchases and the sales were both in disregard of 
honest commercial practice. 
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F. Liquidation, Transfer of Assets and Destruction of Books 

The Statement of Matters were served on R. Dalniia, 3. Dalniia, S. P. 
Jain, Shriyans Prasad Jain and Shital Prasad Jain, the five persons named 
in the notification, South Asia Industries (formerly known as LESCO), the 
Liquidators of the mill companies viz., R. D. Joshi and D. D. Joshi and 
the following directors of the companies concerned: 


S.S.B. 

M.D.M. 

S.A.I. 


V. S. Chordia 

G. L. Chokhani 

G. L. Chokhani 


K. B; L. Chordia, and 

S. S. L. Chordia, and 

M. L. Sodhani 


B. L; Chokhani 

B. L. Chokhani 

R. L. Chordia 

R. Sharma 
(since deceased). 



R. Dalmia and Shital Prasad Jain did not send any reply. 

Shanti Prasad Jain and J. Dalmia contended that they had nothing to 
•do with these companies after 31-5-48. Also that Shanti Prasad Jain and 
J. Dalmia resigned from the directorships of the mill companies with cITcct 
from 29-10-47 and 28-10-47 respectively. Shanti Prasad Jain said he 
was never a driector of LESCO and J. Dalmia said that he was not a director 
after acquisition of LESCO by the D.J. Group. 

Shriyans Prasad Jain said in his reply that he was not concerned with 
the affairs of these companies after 7-12-49, when he ceased to be a director. 

G. L. Chokhani, B. L. Chokhani, K. B. L. Chordia, V. S. Chordia. 
R. L. Chordia, S. S. L. Chordia, M. L. Sodhani and also S.A.I. Ltd., merely 
raised legal and technical objections. 

R. D. Joshi and D. D. Joshi, the Liquidators were not held responsible 
for any breach of duties in the Statement of Matters; even so one copy of 
the statement of matters concerning liquidation was scrv’cd on them w-iili a 
view to elicit such information as they might be in a position to furnish. 


The Liquidators, R. D. Joshi and D. D. Joshi in their reply sought to 
justify the action taken by them and they contended that the proposal for 
amalgamating the companies with South Asia Industries Ltd. was in the 
interest of the two companies and its contributories and that they had to 
accept the same in order to bring about a speedy disposal of the affairs of 
the companies without resorting to litigation. 


Having regard to the facts and circumstances of this case as set out 
above and also the similar pattern that w'e have noticed in the c.asc of other 
R. Dalmia companies, we arc clear that this move first to send the companjc- 
into liquidation and then to amalgamate them with a sister company nneer 
a scheme of arrangement and thereafter to arrange for the destruction ol 
the books of accounts and records of thc_ transferer comp.any \y,is •’ 
view to avoid and/or obviate any investigation into the affairs ot u... 
companies; and also to remove the evidence that would othcrw jce have '-cn 
available. But, as stated earlier, the Liquidators were not spccitiai..} 
charged with any office in the Statement of Matters. The P-tyon w.io ' 
in full and effective control of ail the three companies w.is R- 
other directors wore mere dummies and were subservient to him. ^ jy ; 
responsibility is that of R. Dalmia, thougli the directors <^30110. * 

share of the blame, cspcci.ally G. L- Chokhani. R- R- C 
Sharraa who were actively associated with the scheme to d.-uov t.., * r . 
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CHAPTER I 
INTRODUCTORY 


Bharat Union Agencies and Vastra Vyavasaya Ltd. 

Wo will deal with these two companies together. 

When dealing with the S. S. B. Mills and M. D. M. Co. we showed how 
BUA and V.V. Ltd. were fraudulently appointed managing agents of the 
two mill companies both of which were pubhc limited companies. We will 
therefore content ourselves here with a bare outline of the facts that led up 
to these appointments. 


B. U. A. was incorporated on 1-4-48 with an authorised capital of 
Rs. 5 lacs and V. V. Ltd. on 27-5-48 also with an authorised capital of 
■ Rs. 5 lacs.. In both cases the paid up capital was only Rs. 19,000. 

Both were private limited companies. R. Dalmia was the sole benefi- 
ciary in both cases and throughout he was in effective control of both. 

On 5-7-50 the two mill companies, S. S. B. Mills and M.D.M. Co., passed 
resolutions appointing B. U. A. Ltd. and V. V. Ltd. as their rcspectives 
managing agents with effect from 1-7-50 for periods of 20 years. But no 
formal agreements were drawn up at the time. 

On 21-7-50 and 25-7-50 the respective managing agents issued notices 
to the shareholders of the respective mill companies informing them that a 
meeting would be held on 16-8-50 to authorise the directors of the two mills 
to sell their respective undertakings. 


The meeting was held on 16-8-50 and the directors in both cases were 
given a general authority to sell. No specific proposal about the sales and 
their consequences was placed before the shareholders. 


The formal managing agency agreements were signed on 26-10-1950 
in the case of S,S.B. and B.U.A. and on 30-8-1950 in the case of M.D.M. and 


V. V. The signatories were — 
For the S. S. B. Mills 
B. U. A. Ltd. 
For the M. D. M. Co. 
V. V. Ltd. 


V. S. Cfaordia 
K. B. L. Chordia 
S. S. L. Chordia 
G. L. Chokhani 


AH four are related to R. Dalmia. S. S. L. Chordia is Ins falhcr-m- 
law and the other two Chordias, who are the sons of S. S. L. Chordia, arc 
the brothers-in-law of R. Dalmia. G. L. Chokhani is also related to 
Dalmia. 


Wo set out the terms of the managing agency agreements when we 
dealt wth the two mill companies. So aU we need do now is to tlraiv 
attention to the fact that one of the terms provided for the payment oi 
heavy, compensation in the event of a sale of the mill undertakings. 

The main clause about this stipualted that in the event of a breach the 
managing agents were to be paid compensation for every Crm 
expired residue of 20 years at a sum equal to the average remuneration 
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earned by them during the 5 years immediately preceding the date of the 
breach. 

As we said, tliis agreement between S.S.B. and B.U.A. was entered into 
on 26-10-50. On the very next day 27-10-50, the directors of the mills 
signed the agreement that they had been authorised to make on 16-8-50 for 
the sale of their undertakings. The vendee was Ram Sahai Mull More Ltd. 
In the case of M.D.M also the agreeinent for sale was signed on the same 
day i.e. 27-10-50. ^ 

The two managing agency compam'es claimed that this was a breach of 
their managing agency agreements and demanded compensation in accord- 
ance with the terms set out imthem. . 

This dispute was settled amicably on 28-2-51 and M.D.M. Co. agreed 
to pay V. V. Ltd., Rs. 46,80,000 and S.S.B. Co. agreed to pay B.U.A. 
Rs. 73,10,000. , 

This bare recital of facts is enough to disclose the fraud. But when we 
see who acted in these transactions the last remnants of doubt rriust disappear. 
We will set out a side by side table. 



Managing Agency 
agreements 

A 

Sale agreements 
dt. 27-10-50 

Compensation 
agreements 
dt. 28-2-51 

dt. 26-10-50 
(SSB & BUA) 
dt. 30-8-50 
(MDM & V.V.) 

S.S.B. , . ; 

. . V. S. chordia 

. K. B. L. Chordia 


B.U.A. 

. . K. B. L. Chordia 


- 

M.D.M. . . 

. . S.S.L. Chordia 

G. L. Chokhani 

B. L. Chokhani 

V.V. . . . 

. . G. L. Chokhani 


G. L. Chokhani 


All these persons are related to R. Dalmia, in the ways that we have 
already shown. B. L. Chokhani is the only new name. He is a brother 
of G. L. Chokhani whom we have already mentioned, and so is also related 
to R. Dalmia through his brother. 

It will be seen that in the case of the managing agency agreements the 
S.S.B. Mills was represented by V. S. Chordia and the managing agency 
company B.U.A. by his brother, K.B.L. Chordia. 

In the case of the M. D. M. Mills, S. S. L. Chordia represented the mills 
and G. L. Chokhani represented the managing agents, V. V. Ltd. 

Immediately after the execution of the managing agency agreernents we 
find a reshuflSe. As we have shown, on 26-10-50 K. B. L. Chordia signed 
the managing agency agreement on behalf of B.U.A. On the following 
day the same man, K. B. L. Chordia, crossed over to the other side and 
acted this time on l^half of the mill company (SSB) and caused the mill 
company to break the agreement into which it had entered the day before 
at the instance of K. B. L. Chordia’s brother and thus made the mill 
Company liable for a claim for heavy damages in the shape of compensa- 
tion. Similarly in the case of M.D.M. and V.V. Ltd., we find G. L. Chokhani 
first signing the managing agencies agreement on behalf of V. V. Ltd., and 
then signing Sale agreement on behalf of M.D.M. 
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When the quantum of compensation came up for settlement the two 
brothers G. L. Chokhani and B. L. Chokhani settled the matter between 
themselves very much to the satisfaction and advantage of the R. Dalmia 
private concern, V. V. Ltd. 

,We need not follow this through as we set out the sequel about liqui- 
dation and the reference to arbitration very fully when dealing with the 
mills. We will, however, say that the liquidators did not place the arbit- 
rators in possession of all the facts and did not plead the fraud that is patent 
on the face of the facts which we have set out. The arbitrators were not 
told, 

(i) that R. Dalmia was the sole beneficiary in the two managing 
agency companies that were to receive the compensation; 

(«) that he was the beneficial owner of practically all the shares of 
M.D.M. Company through D.C.P.M. and L.E.S. Co. and of 
practically all the shares of the S.S.B. Mills through D.C.P.M., 
L.E.S. Co.. B.U.A., M.D.M. Co., and D.D.C.; 

(Hi) that the reserves of the two mill companies represented by their 
accumulated profits would on liquidation have gone to the other 
companies that we have mentioned. It is true that this would 
have benefited R. Dalmia, but these reserves would have been 
regarded as dividends in the hands of these other companies 
and so would have been subject to tax. But because of the 
fraudulent device of a breach, R. Dalmia got the benefit of the 
accumulated profits without having to pay tax on them as, at 
that time, compensation was not liable to tax in the hands of 
the recipients. 

We have already said, when dealing with the mills, that in our opinion 
the gain that R. Dalmia made by this evasion or avoidance of income-tax 
amounted to about Rs. 13,01,535 in the case of the M.D.M. Co. and to about 
Rs. 17,56,635 in the case of the S.S.B. Mills. 
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Shareholdings: 

R. Dalmia was the sole beneficiary of B.U.A. Ltd., as may be seen 
below: 

On 27th December 1948, 2,000 shares of the face value of Rs. 100 paid- 
up to the extent of Rs; 5 per share were allotted to the followine persons 
(Ex. 650). . . ^ ■ , . . . 



> ' 


No.' of 
. shares- 

Amount 

paid 

1. R. Dalmia 

. 2. D.C.P.M. ...... 

3. Shriyans Prasad Jain 

4. J.P.Jaih .. .•. 



1,200 - 
600 

100 

. , loo; 

Rs. 

• . 6,000 
'3,000 
500 ■ 
500 




’ 2,000 

. 10,000 


The above sum of Rs. 10,000 being the application money on 2,000 
shares, was-deposited with the Bharat Bank Ltd., by D.C.P.M. on 31st July 
1948. ■ (Exs. 659 to 661). ; The beneficial shareholders as on '31st March 
1949 were, as follows: . r 

1. R; Dalmia ;. . ... ' .. .. 1,200, shares 

2. D.C.P.M, .. .. .. .. .. .. .. 800 shares 


' , , , 2,000 

' On 36th May T950, B.U.A., Ltd., made a further call of Rs. 5 per share 
and the, paid-up capital of B.U.A. Ltd. was, increased to Rs. 20,000 (2,006 
shares of the paid-up value of Rs. 10 per share) (Exs. 659 to 661). Before 31st 
December 1951, D.C.P.M., Shriyans Prasad Jaiuj^and J. P. Jain transferred 
their shareholdings of B.U.A. Ltd., to Govan Bros. Ltd., a company fully 
controlled by R. Dalmia . (Ex. 650) The. shares of Govan Bros. Ltd., during 
this period were held by the following persons (Ex. 441); 


, 

Ordy. 

shares 

Pref. 

Shares 

1. R. Dalmia .. . . . . 

2. S. R. Srivastava ,. , 

3. Smt. Saraswati Devi, wife of R. Dalmia 

900 

100 

9,000 

30,000 


10,000 

30,000 

From the above shareholding position it is clear 
efiective control of Govan Bros. Ltd. 

The registered snareholding of B.U.A. Ltd., during 
as under (Ex. 650): 

1. R. Dalmia 

2. Govan Bros. Ltd 

that 'R. Dalmia was in 

the year 1951-52 was 

1,200 Shares 

800 Shares 


2,000 



There was no change in the registered shareholding of-B.tJ.A. Ltd.^ during 
the year 1952-53 (Ex. 650). - 1,000 shares of Rs. , 10 paid-up were allotted to 
the shareholders of V. V. Ltd., on 15th June 1953, under a Scheme of 
Arrangement under section 208C of the Indian Companies Act, 1913 in 
consideration of the assets worth Rs. 46,28,802 -15-3 transferred by V. V. Ltd. 
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to B.U.A. Ltd., (Ex. 650/59). The said shares were allotted to the following 
shareholders of V. V. Ltd. at the relevant time: 

1. R. Dalmia ' 600 Shares 

2. Govan Bros. Ltd . . . 400 Shares 


1,000 


Thus the registered shareholding of B.U.A, Ltd., as on 31st March 1954 
was as tinder (Ex. 650): 

1. R. Dalmia I,g00 Shares 

2. Govan Bros. Ltd 1,200 Shares 

3,000 


The registered shareholders of B.U.A. Ltd., as on 1st April 1956, were as 
follows (Ex. 654): 




Shares 

Amount 

1. 

R. P. Gurha 

1,650 

Rs 

h65]m 

2. 

L. R. Sharma 

1,600 

1,60,000 

, 3. 

J. S. Mittal 

100 

10,000 

4. 

S. N. Dudani 

1,650 

1,65,000 



5,000 

5,00,000 


Thus on Isl April 1956, the whole of the^ capital of B.U.A. Ltd., was 
registered in the names of employees of R. Dalmia who were all subservient 
to him. 


B. V; V. Ltd. 

In the case of V. V. Ltd., the control was acquired as follows : 

V, V. Ltd., was incorporated as a private limited company on 27th May 
1948, with an authorised capital of Rs. 5 lakhs divided into 5,000 Ordinary 
Shares of Rs. 100 each. Its paid-up capital was Rs. 10,000 made-up of 
2,000 shares of Rs, 100 each, Rs. 5 paid-up and a further call of Rs. 5 per 
share was made in 1950 which increased the paid-up capital to Rs. 20,000 
(Exs. 341, -342 & 349). 

, G.L.Ohokhani, who was Manager of Dalmia Cement & Paper Marketing 
Co. Ltd., (D.C.P.M. Co. Ltd), Bombay Branch, during 1948, and M. P. 
Dalmia, who was also an employee of D.C.P.M. Co. Ltd. in 1948, signed 
the Memorandum and Articles of Association of V. V. Ltd. as subscribers 
of Rs. 100 shares each (Exs, 650, 342 & 610). M. P. Dalmia was appointed 
as the first director and he continued up to June 1950 (Exs. 343 & 346). On 
18th October 1949, 200 shares ofV.V. Ltd., of Rs. 5 paid-up were allotted 
to the following— (Ex. 344) : 

R. Dalmia »; r: 1,200 

Dalmia Investment Co. Ltd. ,. . . -- 

G. L. Cliokhani . . . . • r- 

M. P. Dalmia 


2,000 


Note: — During the relevant period from 18-10-59 onwmds Dal^'a 
Investment Co. Ltd., was under the control of R. Dalmia (Ex. S. 75). 
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y. S. Chordia, a brother-in-law of R, Dahnia (Ex. 441), was appointed 
a director on 8th June 1950, and continued up to 24th Augxist 195) (Exs. 
346-348). G. L. Chokhani was appointed director on 18th July 1950, and 
continued up to 31st December, 1951 (Exs. 347, 351 & 352). 

On 9th June 1951, the shares which were held by Dahnia Investment 
Co. Ltd., G. L. Chokhani and M. P. Dahnia, were transferred to Govan 
Bros. Ltd., a company under the .control of R. Dahnia who was its sole 
beneficiary (Ex. J52):— 


During 1951-52, the shares of Govan Bros. Ltd. were held by the following 
(Ex. 441): — 


Name - 





Ordinary 
shares • 

Pre- 

ference 

shares 

R. Dalmia 

• • * • . 

.. . 

. . 

• - 

900 

— 

S. R. Srivastava 



• . 

a • 

100 

— 

Smt. Saraswati Devi (wife of R. Dalmia) 

• • 

■ • 

• - 

9,000 

30,000 






10,000 

30,000 


On 31st December 1951, R. Dahnia became dhector of V. V. Ltd. (Exs. 
350 & 351). He continued up to 11th April 1953, as the sole , director when 
the company was taken into liquidation. 

The foregoing shareholding position shows that all the shares of Govan 
Bros. Ltd., were held and controlled by R. Dahnia, his wife and an employee, 
S. R. Srivastava, who was subservient to him. 

From what has been set out above, it will be seen that having regard 
to his shareholdings in V. V. Ltd., and Govan Bros. Ltd., R. Dahnia had 
full and effective control over the affairs of V. V. Ltd., and was also its sole 
benefidary, ~ 

Having received the sum of Rs. 46,80,000 as compensation for teeach 
of the Managing Agency Agreement in a form that was not taxable in the 
hands of the recipient at that time, R. Dahnia decided to liquidate the company 
amalgamate it with Bharat Union Agencies Ltd., and destroy its books of 
account so as to — 

(i) defeat the recovery provisions of the income-tax act in respect 
of the realisation of the outstanding demand against the com- 
pany, if any; 

(«) bring an end to the corporate existence of V. V. Ltd.; and 

(i70 destroy evidence of the manner in which it was managed and 
evade and obviate any possible, investigation into the affairs of 
the company. 

On 27th February 1953, a Solvency Certificate of V. V. Ltd., signed 
by D. S. Singhi, Auditor, was filed with the Registrar of Companies (Ex. 354). 
On 4 th April 1953 , R. Dahnia, the sole director of V.V. Ltd., filed a declara- 
on of solvency under section 207 of the Indian Companies Act, 1913 with 
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the Registrar of Companies (Ex. 355). On 11th April 1953, an Extraordinary 
General Meeting of the Company was held to take the company into voluntary 
liquidation. The meeting was attended by R, Dalmia and S. N.lDudani, 
who represented Govan Bros. Ltd. During this time all the 2,CW shares 
of V. V. Ltd., were]_held by R. Dalmia and Govan Bros. Ltd., as under 
(Ex. 352). 

R. Dalmia 
Govan Bros. Ltd. 


2,000 Sabres 


1 ,200 Sbarcs 
800 Shares 


R. Dalmia was also the sole beneficiary of Govan Bros. Ltd, 

D. A. Patel was appointed Voluntary Liquidator on a remuneration of 
Rs. 100 (Ex. 358). The Voluntary Liquidator was given authority!^ under 
sections 208C, 1 53 A and Clauses (d), (e), (f)and(h)of section 179 and'powers 
under section 234 of the Indian Companies Act, 1913 (Ex. 358). 

Amalgamation: 

On 10th June 1953, an Agreement was executed between the Liquidator 
ofV, V. Ltd., and B.U.A. Ltd., another private limited company, under the 
effective control of R. Dahnia. According to this Agreement the assets of 
V. V. Ltd. were transferred to B.U.A. Ltd. (Ex. 360). The Agreement 
on behalf of B.U.A. Ltd. was signed by R. Dalmia and on behalf ofV, V. 
Ltd. by its Liquidator, D. A. Patel (Ex. 360). 

R. Dalmia was solely interested in B.U.A. Ltd. as all the shares of 
B.U.A. Ltd., were beneficially held by him. V. V. Ltd., on the date of the 
commencement of winding up, had assets of the value of Rs. 46,29,060-8-3 
(Ex. 359). After meeting the liquidation expenses, V.^^V. Ltd., transferred 
the assets of the value of Rs. 46,28,803 to B.U.A. Ltd., in lieu of which 
the members of V. V. Ltd., were allotted shares of B.U.A. Ltd., of the face 
value of Rs. 10,000 (Ex. 364). The Liquidator filed his final liquidation 
accounts on 1st February 1954, with the Registrar of Companies (Ex. 369) 
and three months after that, v/z., 1st may 1954, V. V. Ltd. was wound up. 

Destruction of Books of Account I 

After taking over the assets of V. V. Ltd., B.U.A. Ltd., destroyed the 
books of account of V. V. Ltd,, (Ex. 361). 

Summonses were issued to B.U.A. Ltd. on 1st September' 1958, to pro- 
duce the books of V. V. Ltd. (Ex. 361). B.U.A. Ltd., in its reply, dated 
24th November 1958, informed the Commission that in view of the dissolu- 
tion of the company since long no records of V. V. Ltd. had been kept by 
them (Ex. 361). 

R. Dalmia, who was in effective control of V. V. Ltd. and M.D.M. Co. 
Ltd., has not furnished any reply. Shanti Prasad Jain and J. Dalmia pleaded 
that they were not connected with or interested in this company. B.U.A. 
Ltd., S. N. Dudani and D. A. Patel challenged the Statement of Matters on 
legal and technical grounds. 
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Having regard to the pattern followed in other cases and the objects 
with which this device is adopted in this case, it is in our opinion, a clear 
case of disregard of Honest Commercial Practice. 

The rest of the matters relating to these companies has been dealt with 
in our examination of the affairs of the two mill companies S.S.B. and M.D.M 

(VIVIAN BOSE) (V. R. SEN) (N. R. MODY) (N. R. CHAUDHURl) 

New Delhi New Delhi Bomba,y New Delhi 

15 - 6-62 15 - 6-62 * 16 - 6-62 ^ 15 - 6-62 
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CHAPTER I 
INTRODUCTORY 

, The Lahore Electric Supply Co., now known as South Asia Industries, 
was a public utility company formed for the purpose of supplying electric 
light and power to the town of Inhere and the surrounding areas. In 
September 1946, a group of persons known as the R. B. Sohanlal Group 
Held the controlling block of shares (Exs. 505 & 522). 

Under the Articles of Association of L.E.S. Co. (Ex. 643) the Bharat 
Insurance Company, which was a Dalmia-Jain Group concern at that time, 
was entitled to nominate two directors to the Board of Directors of L.E.S. 
Co. Jn pursuance of that authority, J. Dalmia, a member of the Dalmia- 
Jain Group, and I. D. Goswami, a Senior executive of the Dalmia-Jain 
Group, were so nominated. J. Dalmia remained as director till 7-11-46 
when he was replaced by M. P. Modi, his sister’s son. The Dalmia-Jain 
Group was thus in contact with the affairs of L.E.S. Co. at this time and 
knew what was happening to the company. 

M On 5-9-1946 the Punjab Government of the then undivided India took 
over the business of supplying electricity and power to Lahore and the 
surrounding areas from L.E.S.Co., under the agreements dated 2-5-1945 
and 2-9-1946 (Ex. 505), Under these agreements L. E. S. Co. was to receive 
a large sum of money from the Punjab Government for the acquisition, 
L.E.S. Co. was paid on or about December 1946, Rs. 1,01,71,719, just 
before the Dalmia-Jain Group took over the control of this company on 
21-1-1947, which was subject to adjustment either way after final valuation 
•of the undertaking (Ex. 524). The work of valuation was entrusted to 
the firm of Messrs. Merz & Mclellan. The valuers handed over their 
reports to the Pakistan Government sometime in 1951-52 and _by virtue 
of this valuation report, L.E.S.Co. became entitled to a further sum of 
Rs. 13,19,87,072 from the West Pakistan Government. During the financial 
year 1954-55, the Custodian of Evacuee Property, Lahore, declared L.E,S. 
Co. to be an Evacuee company and as a result of which the compensation 
Claim receivable from the Government of West Pakistan became doubtful 
(Exs. 529 and 532). 

As a consequence of Government taking over the assets of the company, 
the then directors of L.E.S.Co., that is to say, the ones who represented the 
R, B. Sohanlal Group, decided to take the company into voluntry liquida- 
tion and distribute the surplus among the shareholders, a large section of 
whom consisted of the general public. They accordingly passed a resolu- 
tion to that effect on 23-10-1946 (Ex. 505). 

Soon after this the Dalmia-Jain Group stepped into the picture on 
20-1-1947 and obtained control of the company. They dropped the idea 
■of liquidation and proceeded to milk away the company s funds for the 
purposes of their own concerns and to the detriment of the shareholders of 
L, E. S. Co. in the ways that we shall specify later. 

On 20 January 1947, R. B. Lala Sohan Lai, Dewan Bahadur Dewan 
Krishna Kishorc Dabriwala, Dewan Hari Kishan Das and Lala Sardan Lai 
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tendered their resignations from the Board of Directors, The remaining 
directors, viz., M. P. Modi and I. D. Goswami continued to be directors 
(Ex. 505). . 

On the foUwoing day, 21-1-1947, Shriyans Prasad Jain (a brother of 
Shanti Prasad Jain) and R. K. Jain (another relation of Shanti Prasad Jain) 
were co-opted to the Board of Directors of L. E. S. Co. by M. P. Modi and 
I. D. Goswami who were the only directors left on that date. As we have 
seen, they were the nominees of Bharat Insurance. 

A part from the control that the Dalmia-Jain Group exercised through 
the Board' of Directors, they held 59.9% of the total share capital on 
20-1-1947 (the date of the acgmsition); either personally or through their 
concerns and employees of their concerns; and by 31-3-1956 R. Dahnia 
was in 100% control. We have set out the details in our Statement of 
Matters ,and need not repeat them here. 

From the moment the company was taken- over by the Dalmia-Jain 
Group, R. Dalmia made fraudulent misuse of the funds of the company for 
his own purposes and for those of his concerns, instead of liquidating the 
company and returning the money (or so much of it as would have been 
left after a proper accounting) as the R. B. Sohanlal Group had resolved. 

As we have shown, the R. B. Sohanlal Group resigned on 20-1-1947 
and thereafter R. Dalmia exercised full control though he kept himself 
hidden behind the scenes. At the time the company was taken over, the 
Dalmia-Jain Group was in existence and jointly controlled this and other 
companies of the group as a group. But, though J. Dalmia and Shanti 
Prasad Jain have to accept vicarious responsibility, at any rate, up to 
31-5-1948, there is nothing to indicate that either was actively associated 
with the management of this company’s administration after 21-1-1947. 



CHAPTER 11 


MISUSE OF FUNDS 

We will now give a picture of the ways in which the funds of the company 
were misused. 

When the R. B. Sohanlal Group resided they sold the controlling group 
•of shares, which they held to the Dahnia Jain Group at the rate of Rs. 500 
■a share for A class shares and Rs. 50 a share for B class shares. 

According to the balance sheet of L. E. S. Co. as at 31-3-47 (Ex. 524), 
the intrinsic value of the understanding was Rs, 273 lacs, that is, approxi- 
mately times its nominal share capital. This sum included the Rs. 101 
lacs that had been received from (he Punjab Government, but it did not include 
■the further Rs. 139 lacs receivf.Me .tt rr—'tr- but considered doubtful 
because thecorapany had been -.i.cl.-'ivl -.’..tc .■ Custodian ofEvacuce 

Property. 

The company did not declare any dividend for the years 1946-47 to 
1948-49. The first dividend was declared for the year 1949-50 on the 29th 
December, 1950, (Exs, 524 & 526). 

R. Dalmia started acquiring the shares of the company from the invest- 
ing public as soon as the company came under his effective control. 

The shares from the investing pubh'c tvere acquired at the following rates 
from time to time (Ex. 366) viz., 

1948-49 

id) From Bharat Insurance Co. Ltd. 

(in which poh’cy-holdcr and investing public were interested) 

Rs. 

... @ 400/- p.s. 

.„ @ 40/- p.s. 

_ 140/- p.s. 

14/- p.s. (Ex. sot) 


_ 120/- to 162/- p.s. 

„ ® 12/- to 16/2/- p.5. 

(Ex. 501) 


_ @ 1 17/8/- to 130/- 
„ fS> 11/12/- to 14/- 
(Ex, 501) 

Note. — Some shares were purchased at the rate of Rs. 2S0 to Rs. 275 for A class and 
Rs. 25 to Rs. 27/8/- for ‘B’ class shares, 
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‘A’ Qass shares 
‘B’ Class shares 

(6) From Investing Public 
‘A’ class shares of 
■ ‘B’ class shares of 

1949- 50 

‘From Investing Public 
‘A’ class shares 
‘B’ class shares 

1950- 51 

From fnvesting public 
‘A’ class shares 
‘B’ class shares 
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Thus R. Dalmia acquired the shares from the investing public at a much 
lower rate than the intrinsic value of the shares. Unfortunately full details 
of the shares acquired by R. Dalmia from the investing public were not 
available to the Commission. 

Behveen 21-1-1947 and 31-3-1947, the funds of the company were 
transferred to D.C.P.M., another Dalmia-Jain Group concern. These funds 
were diverted to D.C.P.M. in the shape of loans that ranged from 
Rs. 35,64,391 to Rs. 1,61,01,198. We will deal with this in detail later. 

Against the funds so advanced to D.C.P.M., investments in other R. 
Dalmia concerns were gradually transferred by D.C.P.M. to L. E. S. Co. 
We will give details of these transactions, later. At the moment it will be 
enough to say that the purchases from 31-1-1950 down to 31-3-1956 were 
as high as Rs. 77 lacs, Rs. 114 lacs and Rs. 120 lacs in some years. 

By November, 1955, R. Dalrhia had acquired 100 per cent shares of 
L. E. S. Co., and then by a special resolution dated 5th December, 1955, 
L. E. S. Co. was converted into a private hinited company. (Exs. 489 & 505), 
The Extraordinary General Meeting was attended by the following 
persons:— , , . * . , , 

(1) R. D. Agarwal 

^ (2) M. L. Sodhani * > 

(3) R. P. Gurha 

(4) D. A. Patel 

(5) S. K. Sanghi.. 

(6) K. L. Gulati 

(7) G. S. Lakhotia 

(8) L. R. Sharma 

(9) S. N. Dudani by his proxy K. L. Gulati 

All these persons were the employees of Dalmia concerns and were 
subservient to R. Dalmia. 

The funds of Rs. 190 lakhs which came into the hands of the Dalmia- 
Jain Group at the date of acquisition of effective control of the company 
were depleted inter alia by the following main items of losses amounting to 
Rs. 161 lakhs (Ex. ):— 

S.S.B. Mills and M.D-M- Co. shares 

S.S.B. and M.D.M. amalgamation 

Outstanding recoveries ’in respect of S.S.B. and M.D.M. written off as 
Bad Debts in 1957-58 . -. • . 

Loss on Disposal Spare Parts. 

Loss due to taking over of the disputed claim of Allenberry from D.D.C. * 21,50,000 

Manipulated loss on sale of Investment between 1956-57 and 1958-59 68,76,000 

Trading loss suffered between 1956-57 and-1958-59 . . . . . ' . . 5,63,000 

1,61,57,000 

(Exs. 531, 623, 697, 737, 639 to 641, 735 to 737 and 859), 


Rs. 

32.33.000 

10 . 88.000 

3,76,000 

18,71,000 



In view of these losses the intrinsic value of the undertaking according 
to the Balance Sheets as at 31-3-1959 (Ex. 641) came down to Rs. 18 
lakhs, that is, about one-third of the nominal share capital of the Company, 
as against the Rs. 273 lakhs as at 31-3-1947. 

This intrinsic value of Rs. 18 lacs will be further reduced if some of the 
contingent liabilities materialise into actual liabilities. 

In our opinion these transactions constituted a fraudulent misuse of the 
funds of L. E. S. Co., the object of the fraud being to appropriate the funds for 
the use of R. Dalmia and his concerns. 

We will examine in detail the two malpractices to which we have 
referred above in the next two chapters. We will deal first with the loans 
made to D.C.P.M. and later with the loans given to Asia Udyog. 





CHAPTER III 
LOANS TO D.C.P.M. 

L.E.S. 

S!fcS“ wS a Dalrn^W" gS“x“S5r.l... by October 1952, be 


Rs. 

1,61,01,198 

1,08,78,952 

1,10,86,727 

35,64,391 

45,03,483 


4 Ex. 879 
0 Ex. 496 
0 Ex. 496 
0 Ex. 593 
0 Ex. 238-B 


S. Co. 


1,00,27,649 10 11 

” S' s 

1 IT 056 2 1 tx* 

44,10,259 10 11 1^- 

74,09,166 5 5 Ex. 

.M. went into j^j5^85,337 1 5 Ex. 727 


a acquired, 100% mtc.e.b ^ ,ras as follows :■ 

Theamou,.ortoandu=.oaC.P.M..«L.E.S.Co 

(a) On the close of the financial years ofD.C.PM. 

28-2-1947 
28-2-1948 
28-2-1949 
28-2-1950 
28-2-1951 

m On the close of the financial years ofL. E. 

31-3-1947 
. 31-3-1948 
31-3-1949 
31-3-1950 
31-3-1951 

29 1 1953 (few days before D.C.P. 

^9 •• •• nt in one instance 

, rivances were all unsecured excepM ,„c 

These loans and advances ^ SeW from Hwt- 

n r P M was charged receive much oenen 

Sa^holdcTs of L. E. S, Co. dtd not ecc ^ ^ ^ 

The loans and advances given of 21-'-'’“? 

fiaS .be ve^ day they •»» 

Sr „ it in casb, ^.^.be 

D.C.P.M. -cM-rai|js3°"g referring .be sbaresi.n O. 
SonVco«ern eTo L. E. S. Co. ,,j„s,cd 

The D C P M. account, with E. E S Co.^^ injg-nen^;" 

>\reSor'£i.f;Sd'S’S Sb but teas sc, 
Dalmia concerns to we jj^ver ’^uTbelter scrips were later 

arfnsftl/Tarcs of Croup before dividends » 

transferred .to other concerns 
on such scrips. 21 1 
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The balance of the amount due by D.C.P.M. as on . 31-1-1953, viz., 
TLs. 2,04,471-13-0, was adjusted by a Hundi drawn by D.C.P.M. on Bharat 
Union Agencies Ltd. favouring South Asia Industries Ltd. (Ex. 724) . The 
Hundi was not realised in cash and the amount was debited to the account 
of B.U.A. in the books of L;E.S. Co. (Ex. 724). 

The financial position of D.C.P.M. did not justify the grant of such large 
•uhsecufed: loans because, . . ' - 


(fl) D.C.P.M. had large liabilities 

as stated below (Exs. 461, 461, ’497, 237 & 238) \ 

' ■ ' - 

Rs. 

28-2-1947 . 

.. 4,86,41,056 

^ 28-2-1948 

5,75,32,063 

28-2-1949 

. • - 7,63,21,437 

28-2-1950 

... ... 6,81,94,162 

28-2-1951 

.. ' .. 7,71,26,161 


(i) Against these liabilities the principal Assets of D.C.P.M. were : 


Year 

, . Book 

Debts 

Advances 

Investments 

Stock in 
Stores 

Total 

28-2-47 , i '. 

;. 1,44,75,711 

12,22,714 

2,32,64,356 

1,21,27,365 

5,10,90,146 

28-2-48 . . 

. . 2,65,59,384 

23,78,223 

2,01,23,813 

73,24,191 

5,63,85,61 1 

28-2-49 . . 

. . 6,34,52,604 

16,50,563 

92,49,805 

31,34,493 

7,74,87,465 

28-2-50 . . 

; . 4,19,52,831 

22,66,110 

2,30,01,469 

15,10,563 

6,87,30,973 

28-2-51 . . 

. . 7,35,49,077 

27,95,428 

45,37,850 

3,09,018 

8,11,91,373 

(c) The Profit & Loss Accounts of D.C.P.M. set out the position as follows: 





Rs. 


'28-2-47 . . 

• < • • • • 

. . ♦ • 

1,08,533 (Profit) Ex. 460 

28-2-48 . . 

• . • . . . 

. . 

2,51,756 (Profit) Ex. 461 

'28-2-49 . . 

. . . . . . 

. . 

4,41,449 (Loss) 

Ex. 491 

28*2-50 . 

• « • < • • 


85,518 (Profit; 

Ex. 237 

28-2-51 . . 

.. 

. . 

1,85,037 (Loss) 

Ex. 238 


D.C.P.M. did not declare any dividends on its Ordinary, Preference and 
Deferred Shares from 1943 to 1951 and it had no reserves except Rs. 83,021. 


D.C.P.M. mainly occupied itself in the borrowing of funds from Pubhc 
Companies with good liquid resources for the purposes of acquiring control 
and or advancing money to D. J. Concerns, for the ultimate benefit of the 
D. J. Group ; also purchases and sales of ^ares and securities. For example, 
within two months of the acquisition of the effective control of L. E. S. Co., 
liquid funds to the extent of approximately Rs. 180 laklis were made avail- 
able to D.C.P.M., D. J. Group concern. D.C.P.M. transferred shares of 
S. S. B. Mills and M. D. M.,Co. with a view to obtaining control over these 
companies. These again were companies with large liquid resources and 
which, in turn, were principally utilised to retain a controlling interest in 
Bennett Coleman & Co. Ltd. which was formerly acquired out of the funds 
of other public companies under the control of R. Dalmia. Bennett Coleman 
& Co. Ltd. was yet another company with good liquid resources. 

D.C.P.M. was converted into a ‘Private Limited’ company on 10th April, 
1952. (Ex. 220). 
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During its financial year 1946-47 L. E. S. Co. “Deposited’ at least Rs. ISC’ 
lakhs with D.C.P.M. at 3^ % per annum, and this amount was made avail- 
able by L. E. S. Co. from the following sources (Ex. 523) : — 

Rs. 

(a) Advanced from undivided Punjab Govt, against compensation for 

» _1 .J » t /\f "lt/\ 


Lahore and Shahdra undertakings 1,01,71,719 

(b) Govt. Securities 63,56,172 

(c) Cash & Bank Balances 21,33,659 


Total .. 1,86,61,550 


In the end D.C.P.M. was taken into Voluntary Liquidation on 18-2-1953. 
(Ex. 225). 




CHAPTER IV 

LOANS TO ASIAUDYOG 


We have examined the fraudulent loans made to D.C.P.M. Similar loans, 
also fraudulent, were made to two other R. Dalmia concerns. One of them 
was a loan of Rs. 125 lakhs given to Asia Udyog. 

Asia Udyog was originally Dalmia- Jain .Aviation. At the outset Dalmia-. 
Jain Aviation was a. public limited company but it was converted into a- 
private limited company on 26-4-1952. (Exs. 223 & 56). It was an R. Dalmia 
concern throughout. 

On 23rd May, 1953 the name of D. J. Aviation was changed to Asiu; 
Udyog Ltd. 

After this, the shares, of Asia Udyog Ltd. were held by South Asia Indus-, 
tries Private Ltd.; Bharat Union Agencies Ltd.; M/s. Edward Kcvcnter(s), 
Ltd.; Allenberry & Co. Ltd. etc. all Dalmia concerns. 

At no time was even single share of Asia Udyog Ltd. held by any person 
outside the Dalmia circle. 

After D.C.P.M. went into liquidation on 18-2-1952 all the available 
funds L .E. S. Co. were locked with Asia Udyog and Bharat Union Agencies 
so that L. E. S. Co. was not able to meet .even its day-to-day expenses. 
These expenses were financed by the two companies just mentioned.. 
As we have said, they took all the funds of L. E. S. Co. (Exs. 697 to 700, 
733 & 735). 

By the 22nd of April, 1955, L. E. S. Co. had changed its name to South- 
Asia Industries. It held a meeting of its Board of Directors in its new guise 
on that day at 8 p.m. The minutes (Ex, 505) record that an offer was received 
from Edward' Keventers of Delhi for the purchase from South Asia Indtistrfcs, 
of certain shares of Bennett Coleman, Jaipur Udyog and Asia Udyog. It 
was though that about Rs. 125 lakhs would be realised if this sale went 
through. 

The minutes also show that it was resolved that a further, Rs. 250 lakhs, 
of Jaipur Udyog ordinary shares should be disposed of if a suitable offer 
was received. 

This raised a discussion about how these moneys should be invested if 
and when they were received. The minutes record that it was understood that 
Asia Udyog might accept the money as a deposit at 4+% interest, cither for- 
a fixed period or returnable at short notice varying from one to two months. 

The minutes also show that a resolution was passed authorising R. D. 
Agarwala to negotiate and arrange with Asia Udyog for investmg the funds, 
of the company, as and when they were available, by way of fixed deposit for 
a period of 12 months, or at short notice varying from I to 2 months, after 
some specified period, at a rate of interest of 4|- % per year. 

Another resolution passed at that meeting said that a further 2, 50, In- 
ordinary shares of Jaipur Udyog ordinary shares should be disposed of if t\ 
suitable offer was received. 
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This meeting was attended by M. L. Sodhani who was a common Direc- 
tor of Asia Udyog and South Asia Industries. But he did not vote as he was 
an interested director. It was also attended by R. D. Agarwala who joined 
the Board of Directors of L.E.S. Co. the same day; so he was also a common 
director. 

. The entries in the books of account of L. E. S. Co. (Ex. 697) show that 
on 31st May, 1955 shares of the value of 1 crore 6 hundred rupees were trans- 
ferred to Edward Keventers. - No payment was received in cash. Tlie 
journal entry (Ex. 697) shows that this amount was debited to the account of 
Asia Udyog.. On 30th June, 1955, 2,50,000 shares of Jaipur Udyog Ltd. of 
Rs. 10 each were transferred to Dalmia Dadri Cement Ltd. The Journal 
entry (Ex. 697) shows that Dalmia Dadri Cement Ltd. discharged this liabi- 
lity to pay the Rs. 25 lakh’s, not by a payment in cash, but by a Hundi drawn 
on Rajasthan Udyog Ltd., in favour of L. E. S. Co. The amount of the Hundi 
was not realised in cash by L. E. S. Co.; instead; the amount was debited to 
the account of Asia Udyog on the same day. 

Thus, no cash passed at any time, and valuable investments owned by 
L. E. S. Co. were transferred without receiving any consideration except an 
unsecured indebtedness of Asia Udyog Ltd. The resolution regarding 
arrangements with Asia Udyog Ltd. was passed by only one director and the 
terms of the purported deposit were left to be arranged |by one director only, 
Shri R. D. Agarwala. 

'M. L. Sodhani was a common director of South Asia Industries Ltd., and 
Asia Udyog Private Ltd; 

The loan by South Asia Industries Ltd. to Asia Udyog Private Ltd. was 
in contravention of the provisions of section 86-D of the Indian Companies 
Act, 1913, resulting in the application of section 86-1. 

The bulk of these investments in Bennett Coleman & Co. Ltd., and Jaipur 
Udyog Ltd., ultimately reached Bharat Union Agencies, which company 
transferred them to Sahu Jain Ltd. pursuant to an agreement, dated 4th October, 
1955 in order to enable R. Dalmia to pay his personal speculation losses 
carried on in Bharat Union Agencies. The real object of transtenring these 
investments from L.E.S. Co. to Edward Keventer(s) was to enable those 
shares to be used for personal purposes. 

Asia Udyog never returned thh large amount in cash, but in December, 
1955 and January, 1956 it got transferred to South Asia Industries Ltd. 
shares of the Dalmia companies amounting to Rs. 1,21,03,525 (Ex. 697) 
and thus reduced the indebtedness to Rs. 3,96,475 only. 

On 24th January, 1956 interest amounting to Rs. 3,03,525 for the period 
of May, 1955 to December, 1955 was debited to ‘Deposit’ Account which 
increased the indebtedness of Asia Udyog in the books of L.E.S. Co. to 
Rs. 7,00,000. (Ex. 697). 

In January, 1956 by a Board Resolution (Ex. 505) the amount of Rs. 7,00,000 
due from Asia Udyog was converted into a fixed deposit for a period 
of two years carrying interest @ 4i %. Thus South Asia Industries granted 
Asia Udyog two years time to repay this amount which was 
unsecured. 

Qj^ deposit South Industries earned Rs. 5,868-9-0 as interest up to 
31st March, 1956. This also was not realised in cash, but was debited to 
its account. 



CHAPTER V 

LOANS TO PATIALA BISCUITS 


The next set of loans was to Patiala Biscuits. The amount of the loans 
was Rs. 13,37,734-15-6. They were partly secured and partly unsecured. 
Patiala Biscuits was required to pay interest as follows : 

On Rs. 10,52,240-14-6 @ 5% per year {Exs. SOS & 697) 

Rs. 55,494- 1-0 @ 6% per year (Exs. 505 & 697) 

Rs. 2,30,000- 0-0 @ 6% per year (Exs. 505 & 697) 

Of these only the first was secured as a second charge on the fixed 
assets. 

Patiala Biscuits Mfr. Ltd. is a Public Limited Company under the 
control of R. Dalmia, 

It was incorporated on 21-8-1943 with an Authorised Capital of Rs. I 
crore of which Rs. 30,09,070 was paid up. 

The shares of this company were invariably registered in the names of 
individuals, who were closely associated with the Dalmia companies, viz., 
S. N. Dudani, R. P. Gurha, T. A. Desai, Vishnu Kumar and R. D. Aganvala 
(Ex. 442). 

South Asia Industries agreed to advance Rs. 16,50,000 to Patiala Bi.s- 
cuits Mfr. Ltd, against the subrogation of the Mortgagee rights created 
in favour of Bharat Union Agencies Ltd., and the Bank of Patiala, Rajpura 
(Ex. 505). 

The terms of the agreement are not known, but the Board Resolution 
dated 3rd January, 1956 (Ex. 505) in this regard is as below : — 

“Resolved that the draft agreement placed before the Board by 
Shri R. D. Aganvala, Director for advancing the loan of about 
Rs. 16,50,000 to Patiala Biscuits Mfr. Ltd., Rajpura, against 
the subrogation of the mortgagee rights created by the said 
Patiala Biscuits Mfr. Ltd., Rajpura in favour of Bharat Union 
Agencies Ltd. and Bank of Patiala, Rajpura, and signed by (he 
Chairman of the meeting for indentification purposes be and is 
hereby approved.” 

But according to the books of accounts of South Asia Industries, 
Rs. 10,52,240-14-6 were advanced (» 5 per cent per annum by drawing a 
Hundi on Asia Udyog in favour of Bharat Union Agencies on behalf of 
Patiala Biscuits. (Ex. 697). 

Patiala Biscuits raised a loan of Rs. 10,00,000 from Bharat Union Agen- 
cies Ltd., on 2Ist December, 1954. The particulars of the charges were 
not filed for registration with the Registrar of (Companies, PEPSU within 
the statutory time limit of 21 days, so Patiala Biscuits applied for relief 
to the High Court under section 120 of the Indian Companies Act. 1913. 
The charge was registered by the Registrar of Companies. PEPSU after 
Patiala Biscuits was granted relief by the Court. This charge was satis- 
fied on 7th January, 1956 and on the same date the company raised a loan 
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ofRs. 10,52,240-14-6 from South Asia Industires, by the creation of a second 
charge on its factory at Rajpura. (Exs. 697 & 505). 

That transaction shows that the loan of Bharat Union Agencies was 
paid by South Asia Industries. 

The loan was not repaid by Patiala Biscuits up to 31st March, 1956^ 
nor was Rs. 12,252-2-0 due on account of interest up to 31-3-1956 received 
in cash. Instead, the sum was debited to the loan account and the amount 
was carried forward. (Ex. 697). 

Another loan of Rs. 55,494-1-0 was granted to Patiala Biscuits between: 
January' and March, 1956. (Ex. 697). 

The details of. that are us under: 


Date 


Particulars 

Amount 

23-1-56 . . 
27-1-56 . . 
11-2-56 . . 
14-3-56 , . • . 

. 

. . T.T. sent through Bank 
. . Cash to L.C. Modi 
. . Draft No. 632 & 385 
. . Draft No. 723 & 907 

Rs. 

10,000- 0-0 
10,230-13-0 
17,757-10-9- 
17,497- 8-6 

31-3-56... . . 

- 

. . Amount of interest 

55,494- 1-0 
. 420- 0-0 




55,914- I-O 


On 31st January, 1956 another loan of Rs. 2,30,000 was granted to- 
Patiala Biscuits @ 6 per cent per annum. (Ex. 697). This sum was- 
advanced by Asia. Udyog on behalf of South Asia Industires. 


The interest for the period from 31st January, 1956 to 31st March, 1956 
amounting to Rs. 2,300 was not paid in cash but was debited to ‘Pro-Note’^ 
account and the debit balance of Rs. 2,32,300 was carried over to the next 
year. (Ex. 697). 

South Asia Industries Ltd. was converted into a ‘Private Limited’ Com. 
pany on 5tti December, 1955, by passing a special resolution at anExtra- 
ordinary General Meeting of the shareholders held on 5th December, 1955 
(Ex. 505). . 

The loans to Patiala Biscuits were shown in L.E.S. Co.’s Balance Sheet- 
as at 31-3-1956 under the head ‘‘Book Debts” (Ex. 638). This was a de- 
ceptive description and the auditors. M/s. Sodhbans & Co. did not report, 
to the shareholders about this deceptive description. 

The financial-position of Patiala Biscuits was not sound as will be seen 
from the following figures (Ex. 862) : 

Liabilities : 

Reserves Loans Current Liabilities Total 

Nil Rs. 14,38,681 Rs. 2,34,742 Rs. 16,73,423 

Against these liabilities the only principal Liquid Assets of the company 
were : — - 

Stock Stores Loans and Cash and Bank Total 

Sundry Debtors advances Balance 

Rs. 5,30,727 Rs. 74,420 Rs. 34,141 Rs. 6,39,288 
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Patiala Biscuits thus had accumulated losses to the extent ofRs 23,35,698 
against its paid-up capital of Rs. 30,09,070. 


The profit of Rs. 2,44,681-9-10 shown in Ex. for the year ending 
31-12-56 was arrived at after crediting the following items extraneous to the 
manufacturing' activities of this company ; — 

Rs. 

(0 Dividends received 2,85,540 

(//) Profit on sale of Investment 2,04,737 


4,90,277 


This shows that the manufacturing activities of the company were running 
into a loss as before. 

This is another instance of the pattern followed by the Dalmia Jain Group 
of making a company in which the public were directly or indirectly interest- 
ed to advance moneys without any security at low rates of interest to 
companies in which R. Dalmia was mainly interested, for the benefit of those 
coii^ianies and R. Dalmia and to the detriment of the lending company in 
which the public were interested. 

iTie manner in which the loans ofD-C.P.M. and Asia Udyog Private 
Limited were sought to be repaid is also another instance of the pattern 
whereby the repayment was not intended to take place in the form in whicli 
it was given namely ‘Cash’, but by making book adjustments, vfr., by 
transferring the shares of one or other companies in the D. J. Group at 
prices best suited to the convenience of the D. J. Group. 

The objects of the loans were 

(a) To utilise the funds of L.E.S.Co. for the benefit of R. Dalmia and 
his concerns, in particular, D.C.P.M., Asia Udyog Private Ltd., and Patiala 
Biscuit Manufacturers Ltd., in order to enable him, 

(i) to acquire and/or retain the companies under his control, such 

as Sir Shapurji Broacha Mills Ltd., Madhowji Dharamsi Mfg. 

Co. Ltd., Bennett Coleman & Co. Ltd., Edw. Kcvcntcr(s) Ltd. 

etc. 

(ii) to use the funds for starting a new concern, viz., Jaipur Udyog 

Ltd. 

(iii) to advance funds to R. Dalmia. Such advances to R. Dalmia 

on the close of the financial years of D C.P.M were as fo- 

fbllows : — 

Rs. 

As oa 28-2-194S 17,28,736 (Ex. 496) 

As on 28-2-1949 53,73,879 (Ex. 496) 

As on 28-2-1950 78,11,973 (Ex. 593) 

As on 28-2-1951 1,52,13,695 (Ex. 577) 

(b) To finance and assist the Dalmia concerns viz., D.C.P.M., Asia 
Udyog Ltd., and Patiala Biscuits Mfr. Ltd. 

It is our view that the loans granted to the above companies were no 
granted in good faith and cannot be justified on any normal business ground. 
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The persons responsible are 

(a) Primarily the then directors for advancing the loans and for the 
deceptive description of the same in the Balance Sheets : 

1. Shriyans Prasad Jain 

2 . Shital Prasad Jain 

3. Ram Swamp Jain 

4. I. D. Goswami ; 

5. M. P. Modi' ■ . 

6. R. K. Jain 

7. V. S. Chordia 

8. R. L. Chordia 

9. R. Sharma 

10. M. L. 'Sodhani ' . b . , 

■ 11. G. L. Chokhahi , 

12.. R. D. Agarwala . , ’ , , . " ’ 

13. T. A.' Desaij and 

14. 'Vishnu Kumar. .... 

(b) But Nos. 3 to 14 were .‘Dummies’ and the persons really responsible 
were R. Dalmia who held control and his ' relations Shriyans Prasad Jain 
and Shital Prasad Jain: . 

(c) The then auditors, M/s. Sodhbans & Co. for certifying the Balance 
Sheets and not reporting in their. Audit Report to the shareholders about 
the deceptive description of these loans in the Balance Sheets. Also. 
Besantram & Sons in respect of the Balance Sheets as at 31-3-1947. 



. . CHAPTER VI 

deceptive P8ESENTATION 0|^m LOA® IN THE BALANCE 

■ Ttoc loans Lave ' boon won..y dasorW as -deposUs" in ,..e balance 
sheets.- ... „ „„ntrol of this company by the p. h 

Ono'iy^on'‘S,fla!:Lri" « “ 

resources 

Government Securities -• 21,33,659 

Government 


1,01,71,710 

1,86,61,550 


Thebulkof.hcseTunds«c«^^^ 

SO that on 28th February, 1947 be mg me March, 1947. 

£e Set owed LESCO t'S^ear' oitlsCO, Rs. 1,86.61,550 nrade 
Which was the closing of the “"f"5Soosed of as follows : 
available to the D, J. ,, 54 , 44,000 0700000 

Investments in SSB Mills •' 25,48.000 , 

Investments in M.D.M. MUls -• • • 1 .00,27,649-1 0- UJ 

Deposits ... •• •• ■■ ■■ 1,80,19,649-10-11 

• rt h\! the D. J. Group in 
Thia Q c; B and M. D. M. Mills were acqmred Y available 10 

October, 1946, ‘so that a Companies.’ and 

D.C.P.M., were invested m the t to reduce the mdcblcdn .. 

Company shares were then give 
D C P M. 

U.v..r.m. VV.7S ; 79.92,000- 0-0 

1,10,11,290-11-7 


1,90.03,290-11-7 


79,92,000- 0-0 
1,13,53.056- 2-1 


G.r.M.. ... 

On 31st March, 1848, the position was 

Investments as above 
Deposits 

and on 31st Match, 1949, the posilion was : 

Investments as above 
Deposits 

The so-called "peposits" TJP'<f TsTsSsed 
but this was nothing shareholders by giving a wrong _ . 

was sought to be hidden from rcnorlcd upon by Messrs. Sodh 

The aceouut for all these “Ey Me'ssrs. Basanlra.n .A 

& Co., and for the year ended 31st Marc 
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Sons also. There 'is no doubt that the deposits were nothing but loans, and 
the auditors , should not have allowed the loans to be so described in the 
respective Balance Sheets, or alternatively, if the management insist^ on 
retaining this nomenclature, they should have qualified their report to the 
shareholders in . this respect. 

The expression “Deposit” has been defined in “A. Dictionary for Accoun- 
tants” by Eric L. Kohler, Certified Public Accountant, (2nd Edition) 
on page 164, as follows : — 

"‘Deposit 1. Currency, checks, or coupens presented to a bank by 
or for a customer for credit to his account. The deposit may 
be credited ' to a general or ‘checking’ account, from which un- 
restricted withdrawals are made by means of checks, or it 
may be. credited to a special account, established for some 
specific purpose, and subject to withdrawal in accordance with 
the terms of the deposit arrangement. 

2. Money, securities, or other valuable tempovarily lodged with 
others.” 

It will be seen from the above that the “Deposit” with D.C.P.M. cannot 
fall under paragraph 1 of Kohler’s definition; but if all at, it comes wthin 
paragraph 2; biit the emphasis is on word “temporarily". Therefore, per 
contra if moneys have been lodged with others, other than temporarily, they 
cannot be described as “Deposits”. The idea of describing loans , as de- 
posits, and furthermore to show then under the heading of Investments, gave 
the shareholders of LESCO a deceptive description and made them think 
that the Company had invested the money in fruitful ways. In fact, it was 
nothing but loans to the D. J. Group. 

As we, have stated above, Basantram 8c Sons reported on the accounts 
only for the year ended 31st March, 1947. Their explanation is that they 
did not doubt the honesty or integrity of the directors of the company with' 
whom they had but very short contact during a period of two and half months 
and as auditors, it was their duty only to examine the books of account 
and report whether the Balance Sheet exhibited a correct view of the 
company’s accounts. 

It is liot correct to say that the auditors had contact with the manage- 
ment for a short period of only two and a half months in the present case, 
because the auditors report on the account for the year ended 31st March, 
1947, bears the date 9th November, 1948. Therefore, although the end 
of the year w'as within two and a half months of the managernent taking 
over, the contact was much longer than that, because the audit was not 
completed until November, 1948; but that is neither here nor there. 

Basantram & Sons have stated further that the amount of D.C.P.M 
was shown as a deposit and so did the auditors put in the Balance Sheet . 
However, later on in their statement they are not quite sure, because they 
state, “This was under the heading INVESTMENT and could be taken as 
deposit payable, within interest at 3 J per cent. It was not the duty of the 
auditors to probe into the matter whether it was a deposit or loan when m 
the account books of the company.it was clearly shown as a deposit . 

The above quoted paragraph can be analysed as under First of all, 
Basantram & Sons state that because the deposit was under the heading ot 
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INVESTMENT it ‘could be’ taken as deposit. Secondly, that it was no! 
their duty to inquire into whether it was a deposit or a loan and because 
the company’s books . showed it as a deposit, they concluded that it was a 
deposit. We fail to understand this, and can only say that the description 
was allowed to be used to hide the fact from the shareholders that a loan of 
a very large amount v/r., Rs. 1,00,27,649- 1 0-H (as at 31st March, 1947) was 
given to D.C.P.M. 

Now let us see what Sodhbans has to say. He merely dismisses the 
whole thing by stating that the amount shown as deposit with D.C.P.M. 
was a deposit and therefore it does not in any way contravene the provisions 
of Section 86D of the Indian Companies Act, 1913. He has not given 
any reasons to maintain why this should hav'e been classified as a dcposii. 
but as regards contravention of Section 86D, he has stated that under the 
Indian Companies Act, 1913, it was not necessary for private companies 
to add the word “Pri;’ate” in their name, as now required under the Com- 
pam'es Act, 1956, and therefore, the auditors could not know whether the 
companies in which the deposits were made were private limited companies, 
and the directors were directors or members of such private limited com- 
panies. He further states that the auditors unless they had suspicion in 
their minds, could not make any investigations, because they are watch 
dogs and not blood hounds. What we have stated above regarding Basanl- 
ram & Sons applies to Sodhbans right the way up to 31st March, 1949. 
He then suddenly- realises that he ought to make it clear to the shareholders 
that the moneys have been “deposited” with D.C.P.M,, because in the 
Balance Sheet as at 3Ist March, 1950, the name of D.C.P.M. has been 
mentioned “against deposit Rs. 37,96,792-11-10”, However in 1951, this 
description was changed to “Deposits with a Joint Stock Company R.s, 
44,10,269-10-11” and he maintained this description in the Balance Sheet 
as at 31st March, 1952. 

In the end D.C.P.M. was taken into voluntary liquidation in February. 
1953. 

We saw that the loans made to the D.C.P.M. were misleadingly described 
as “deposits” in the Balance Sheets and were so passed by the auditors. There 
was a similar misdescription in the loans made to Patiala Biscuits, only 
in this case the loans were called “book debts”. 

Similarly, between January and March, 1956, the following sums were 
given as loans to the Patiala Biscuit Manufacturing Co. Ltd. 

(1) Rs. 10,56,240-14-6 

(2) Rs. 55,494-1-0 

(3) Rs. 2,30,000-0-0 

These- loans have been described in LESCO’s Balance Sheet as at 3 Im 
M arch, 1956, as ‘book debts’. There can be no two opinions as to what 
constitutes a “book debt”, and what constitutes a “loan”, at least it should 
have been in the mind of an Accountant who professes to be an experienced 
Accountant like Sodhbans, and as he has stated on many occassions before 
us “one of the oldest practitioners in the country”. Howc\'cr. he has stated 
in his Written Statement that the words “debt” and “loan" arc synonymous 
and by adding the word “book” to the “debt”, “it docs not mean th,at it 
becomes a credit and not a loan, which is a debit entry”. He goes on to 
state that “book debt is a loan for all intents and purposes and it is really 



surprising that the Commission should have taken objection to this, descrip- 
tion . and, called it deceptive”. “Any man”, he avers, “reading the Balance 
Sheet can well understand that book debts are loans recoverable from a 
debtor”. . .. . . ■ „ 

We are convinced that this was a deceptive description , to hide the fact 
from the shareholders that the Patiala Biscuit Mfg. Co^ Ltd. was given a 
loan from the funds of LESCO, because there can be no doubt that a book 
debt is an outstanding due from a debtor created, - in the normal course of 
the Company’s trading or activities, and a loan is nothing but, moneys 
advanced to be returned at a future date. ‘ Therefore, the first outstanding 
arises from the supply of goods and/or- services by a company of the type 
of goods and/or services, in which the particular company norrnally deals 
and the second in respect of moneys advanced by a company. Sodhbans 
could not havejnixed up the two. ■ 

The auditors are, therefore, responsible for allowing the deceptive des- 
cription to be used without any comment, and were a party to the fraud per- 
petrated on the shareholders. - 

However, as far as Basantram & Sons are- concerned , they were auditors 
jointly with Sodhbans & Co., for the year ending 31-3-1947 only. It can 
perhaps be argued they genuinely felt that the deposit with D.C.P.M. was 
really in effect moneys deposited to be returned with interest, in a short time, 
and they therefore, since they did only _ one audit after the Dalmia Jain 
Group acquired control, could not have the subsequent history. In any 
case, Sodhbans had sufficient history before him because he did the audits 
for many years. 
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BUYING AND SELLING OF SHARES 

The second fraudulent malpractice to which we referred is this. Wc 
find that L. E. S. Co. bought and sold the shares of joint stock companies 
in which R. Dalmia was interested at frequent intervals to enable him to 
use the funds of this public limited company for the ultimate benefit of 
himself and his concerns in the following circumstances : 

(a) To enable R, Dalmia to retain the control of the following newly 
acquired companies, Bennett Coleman & Co. Ltd., S. S. B. 
MUls Ltd., and M.D.M. Co. Ltd. 

(b) To use the funds of L. E. S. Co. for retaining R. Dalmia’s control 
over a company newly floated by R. Dalmia v/r., Jaipur 
Udyog Ltd. 

(c) To reduce the liability ofD.C.P.M., B.U.A., and A. U. Ltd. by 
book adjustments and thus to represent in the Balance Sheets 
of L. E. S. Co. as on 31-3-1947 to 31-3-1956 that the company 
held valuable investments in place of inter-company in- 
debtedness. 

(d) To reduce the burden of interest liability of D.C.P.M, and 
A. U. Ltd. even though the interest was only 31 % in case of 
D.C.P.M and 4 J % in case of A. U. Ltd. 

The proof of that is as follows. When the Dalmia Jain group acquired 
effective control of L. E. S. Co. on 20-1-1947, the following funds belonging 


to the company were made available to them (Ex. 523). 

Rs. 

Government securities 63,56,172 

Balances with banks 21,33,659 

Compensation received from the undivided Punjab Government .. .. 1,01,71,719 

1,86,61,550 


On the following day, 21-1-1947, M. P. Modi was authorised to deal 
with the funds and investments of the company (Ex. 505). 

. Instead of returning the money to the shareholders (or so much of it as 
Would have been left after a proper accounting) as the R. B. Sohanlal Group 
had resolved, D.C.P.M. was given the bulk of the funds immediately so 
that on 28-2-1947, Rs. 1,61,01,198 had already gone to D.C.P.M, (Exs. 
524 and 579). 

This has been considered by us when dealing with D.C.P.M.; but the 
following resume xvill indicate the loss to the shareholders of L. E. S. Co. 
and the benefit to the Dalmia concerns, especially to the private limited 
companies. 
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The following table will show the value of the total purchases and sales 
of the shares in each of the following financial years and the value of 
shares held at the close of each of those financial years. 


Financial year ended on 

Opening 

Balance 

Purchases 
during 
the year 

Sales during aosing 

the year Balance 

31-3-48 . . 

• • • • 

. . 79,92,000 

— 

' — 79,92,000 

31-3-49 ... 

•!« 

. . . 79,92,000 

■ _ — 

— 79,92,000 

31-3-50 . , 

• > • 

. . 79,92,000 

77,45,113 

— 1,57,37,113 

31-3-51 . . 

• • • • 

. . 1,57,37,113 

32,38,520 

39,6L,525 1,59,14,108 

31-3-52 . . 

• • • . 

.. 1,50,14,108 

7,043 

35,66,714 1,14,54,437 

31-3-53 . . 

« • 4 . 

. . 1,14,54,437 

1,14,92,732 

42,26,250 1,87,20,919 

31-3-54 . . 

4 - 4 4 

. . 1,87,20,919 

5,50,000 

25,77,450 1,34,59,719 
32,33,750 Goss) 

31-3-55 . . 

. . 

,. 1,34,59,719 

19,82,979 

20,95,531 1,33,47,167 

2,16,969 (profit) 

31-3-56 . . 

. . 

. . 1,33,47,167 

1,20,31,284 

1,38,68,128 1,15,10,323 
37,472 (profit) 


Note : (i) 31-3-53 

The figure of Rs. 42,26,250 includes Rs. 41,76,250 by way of 
return of capital and surplus from S.S.B, and M.D.M. Co. 

(;ii) 31-3r54 \ 

(a) The figure . of Rs. 25,77;450 includes Rs. 5,82,000 received 
by way of return of surplus from S.S.B. and M.D.M. Co. 

(b) Rs. 32,33,750 written off in respect of the shares of S.S.B. 
and M.D.M. Co. 

(c) The figures of Rs. 5,50,000 and Rs. 25,11,450 excludes the 

receipts of 1,750 shares of Dadri Marketing. Ltd. in ex- 
change of 30,000 ordinary and 50,000 Deferred shares 
of Rajputana Investment Ltd. 

(iii) 31-3-55 : 

Details of the Profit of Rs. 2,16,968-12-0 are as foUows 

(1) 80,000 Ordinal Shares of AUenberry & Co. Ltd. 

(2) 400 Pref. Shares of Asia Udyog Ltd. 

(3) 30,000 Ordy. Shares of Edward Keventer(s) Ltd. 

(4) 250 Pref. Shares of Edward Keventer(s) Ltd. 

(5) 20,000 Pref. Shares of Govan Bros. Ltd. 

(6) 1,750 Ordy. Shares of C. Lazarus & Co. Ltd. (in liq.) 

(7) 1,750 Pref. Shares of C. Lazarus & Co. Ltd. (in liq.) 

(8) 1,750 Shares of Dadri Marketing Ltd. (in liq.) 

(iv) 31-3-56 : 

Rs. 37,471-8-0 represents the profit made on the shares of Jaipur Udyog 
Ltd. sold to D.D.C. Ltd. 

The affairs of the companies in the shares of which investments were 
made were controlled by R. Dalmia. 
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• Of these companies at the dates of the] investments, the following were 
Private Limited Companies : — 

1. AUenberry & Co. Ltd. 

2. Bennett Coleman & Co. Ltd, 

3. Jaipur Udyog Ltdj 

4. Govan Brothers Ltd. 

5. D. J. Aviation Ltd. (Later on Asia Udyog Ltd.) after 26-4-1952. 

6. Edward Keventer(s) Ltd. 

7. Rajputana Investment Ltd, 

8. Pepsu Trading Co. Ltd. 

9. Dadri Marketing Ltd. 

10. Rajasthan Udyog Ltd. 

11. AUenberry (Calcutta) Ltd. 

12. Bharat Development Ltd. 

The following were Public Limited Companies ; — 

1. S.S.B. Mills Ltd. 

2. M. D. Mfg. Co. Ltd. 

3. Bharat Insurance Co. Ltd. 

4. Raza Sugar Co. Ltd. 

5. Gwalior Bank Ltd. 

6. D. C. & P. M. Co. Ltd. 

7. C. Lazarus & Co. Ltd. 

8. D, J. Aviation Ltd. up to 26-4-1952. 

9. Buland Sugar Co. Ltd. 

10. Dalmia Dadri Cement Ltd. 


11, Indian National Airways Ltd. 

The amount invested by L. E. S. Co. m the shares of the above Private 
and Public Limited Companies was as follows : — 


Financial year 
ending 

cstcd in 
the 

shares of 
Public Ltd. 
Companies 

%of 

total 

invest- 

ment 

Investments 
in the 
shares of 
Private Ltd. 
Companies 

%of 

total 

invest- 

ments 

Total 

31-3-47 

79,92,000 

100% 

— 

_ 

79.92,000 

31-3-48 

,. 79,92,000 

100% 

— 

— 

79,92,000 

31-3-49 

79,92.000 

100% 

— 

— 

79,92,000 

31-3-50 

.. 1,34,87,113 

86% 

22,50,000 

14% 

1,57,37,113 

31-3-51 

.. 1,20,14,108 

81% 

30,00,000 

19% 

1,50.14,108 

31-3-52 

84,54,438 

74% 

30,00,000 

26% 

1,14,54.438 

31-3-53 

42,87,225 

23% 

1,44,33,694 

77% 

1,87.20,919 

31-3-54 

4,71,475 

3% 

1,29,88,244 

97% 

1,34,59,719 

. 31-3-55 

9,038 

■06% 

1,33,38,129 

99-4% 

1,33,47,167 

31-3-56 

16,59,738 

14% 

98,50,585 

86% 

1,15,10,323 
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- Payments for the purchases and receipts of the sale proceeds, in most 
ofthe cases were credited and debited respectively to the account ofD.C.P.M. 
up to January 1953 and thereafter to other companies such as Bharat Union 
Agencies Ltd., Asia Udyog Ltd. etc. . ‘ 

The investments on the above shares cannot be justified on normal busi- 
ness grounds especially in the case^ of a public utility company where the 
purpose for which it had been created ceased tp exist. 

First consider the position from the dividend angle. The dividend 
income on the shares purchase as above was as follows — 






Rs. 

. % on the 
amount 
invested 

31-3-47 .. 




Nil 


31-3-48 . . 


• • • a * • 


2,65,000- 0-0 

“ 3-3% 

31-3-49 . . 


. . 


2,52,000- 0-0 

3-1% 

31-3-50 . . 


• • • • a • 


2,76,711-14-0. 

I -7 % 

31-3-51 . . 


. . 


2,93,023-14-0 

1-8% 

31-3-52 . . 


• « a a a 


1,857- 4-0. 

. . -02% 

31-3-53 . . 


a a-' .. a a a a 


858-12-0 

•01% 

31-3-54 . . 




805- 8-0 

31-3-55 . . 




704- 0-0 

- -01% 

31-3-56 . . 




26,799- 4-0 

• 11,17,760-10-0 

' -2% 


The above dividends were received on the shares of .the following 
companies : — 

(1) S.S.B. Mills Ltd. 

(2) M. D. Mfg. Co. Ltd. ' 

(3) Bharat Insurance Co. Ltd. 

(4) Jaipur Udyog Ltd. 

(5) Raza Sugar Co. Ltd. 

C6) Buland Sugar Co. Ltd. 

That shows that these investments cannot be justified on the ground 
of yield. 

Another unbusinesslike procedure was that though the shares were 
shown to have been beneficially owned they were invariably not registered 
in the name of L.E.S. Co. but continued to remain in the names of certain 
individuals or companies. 

Also none of the shares were ; quoted on the stock exchange except 
S. S; B. Mills, M. D. M; Co., Bharat Insurance, Raza Sugar and Buland 
Sugar. 

There is, of course, nothing improper in investing money in companies 
that are not quoted on the stock exchange provided they are good and 
sound and the money is for bona fide investment. But it is a different case 
when there is constant buying and selling for no apparent reason. 
Manipulation of prices is then easy; and that very thing seems to have 
happened here because the same type of shares were bought at varying rates 
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at short intervals. In any case, sec the type of company in which these 
investments were made. Of the 33 no less than 13 companies were taken 
into liquidation. 

Another feature is that the shares were seldom held for any length of 
time. We have given details of this in our statement of matters so will only 
,, give a few examples here. 

In the years 1950 and 1951 the investments in S. S. B. Mills deferred 
shares were never held for longer than 7 months and 15 days, and in some 
for as little as 1 month, 4 months and 5 months. In one case the “invest- 
ment” was bought and sold on the same day. The position in the M.D.M. 
•Co. was exactly the same. 

In the same years D.C.P.M. preference shares were held for only 3 
months and 1 day; and the deferred shares for periods ranging from 
13 months to 19 months 9 days. 

In 1952 some Jaipur Udyog Ordinary shares were held for periods 
ranging from 13 months to 19 months 9 days. 

In 1952 Govan Brothers Ordinary shares were held for only 6 months; 
and in Dalmia Jain Aviation a large investment of Rs. 8,80,000 was held 
for only 3 months. 

All this was clearly not for the purpose of bona fide investment, especial- 
ly as even the directors of L.E.S. Co. were not given the information about 
the purchase and sale of shares worth lacs of rupees till the final accounts 
that is, the balance sheets and the profit and loss accounts, were placed 
before them. 

Nor can the investments be justified on the ground of yield. 

L.E.S. Co. suffered a Capital loss of Rs. 32,33,750 on the shares of S.S.B. 
Mills Ltd. and M.D.M. Co. Ltd., but it made a capital profit of Rs. 2,54,440 
on the sale of some of its investment’s to sister concerns. 

The loss of interest to L, E. S. Co. was Rs. 84,50,048 as detailed 
below ; — 


Interest @ 6% on Rs. 1,86,61,550 from 2I-M7 to 31-12-56 

Less'. Actual income to L.E.S. Co, during 21-1-47 to 31-12-56 
by way of 

Interest 

Dividend 


15,98,445 

11,17,760 


Rs. 

1,11,66,253 


27.16,205 


Net loss of Interest 84,50,048 


We say that the investing public were interested in L. E. S. Co. through 
the Bharat Bank which held 50 A Class shares and 84,440 B aass shares 
up to 31-3-1948; also because a portion of L.E.S. Co. shares capita! was 
held by the investing public as follows : — 


1951- 52 .. 

1952- 53 .. 

1953- 54 .. 
3954-55 „ 


n-2% Ex. 724 

9-8% Ex. 701 

4-8% Ex. 69S&701 

3-5% Ex, 701 
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^ These transactions form part of the pattern of R. Dalmia’s scheme of 
using the funds of a Public Limited Company to assist them to retain 
control over newly acquired companies which were previously acquired from 
the funds originally borrowed from the banks under ’ his control. The 
borrowings . from the banks were cleared with the funds obtained from the 
Public Limited Companies. 

The manner in which some of the investments were later transferred to 
another concerns, in which the D. J. Group were interested at a time when 
the investments were going to yield returns in the form of dividends is 
another instance of the pattern of manipulating the accounts and misusing 
the funds of a Public Limited Company. In this case shares of Bennett 
Coleman & Co. Ltd., and Jaipur Udyog Ltd. were disposed of to Edward 
Keventer(s) Ltd., just before the declaration of dividend. 

All this was rendered possible because R. Dalmia was in effective control 
of L.E.S. Co. and Edward Keventer(s) Ltd. The other directors of 
these companies were either associates of R. Dalmia or ‘Dummies’ being 
his close relative and/or employees of the concerns under his control. 
These directors were not in a position to exercise any independent control 
nor did they do so. 

The loss to L. E. S, Co. was the loss of interest on the amount invested 
in unremunerative shares as well as the Capital loss sustained by it. The 
loss up to 31-12-56 amounted to Rs. 1,14,29,358. This is not to say that 
L, E. S. Co. lost only Rs. 1,14,29,358 by virtue of loss of interest and in 
uhremimerative shares. It lost a further amount of Rs. 1,29,24,000 by 
various and devious means adopted as. detailed in Chapter II oh “Misuse 
of Fund”. 

The gain to the D. J. Group was the continued use of funds through 
D.C.P.M., B.U.A. and A.U. Ltd., and relief of interest liability to the 
extent of Rs. 23,18,682. - , . 

The persons responsible were the directors of L.E.S. Co., ^ viz.', I. D‘ 
Goswamy, M. P. Modi, R. K. Jain, Shriyans Prasad Jain, Shital Prasad 
Jain, Sahu Ram Swaroop Jain' Virendra Singh Chordia, R. L. Chordia, 

R. Sharma, M. L. Sodhani, G. L. Chokhani, R. D. Agarwala, T. A. Desai,. 
Vishnu Kumar, R. P. Gurha, D. A. Patel, L. R. Sharma, M. P. Sharma, 

S. B. Kontu, L. M. Pathak, S. K. Sanghi. These were ‘Dummy’ Directors 
and the person really responsible was R. Dalmia and up to 31-5-48 the 
members of the D. J. Group. 


V 



CHAPTER VIII 


AMALGAMATION OF S.S,B. MILLS AND M.DM. CO. (IN 
LIQUIDATION) UNDER SECTION 208-C OF THE INDIAN 
COMPANIES ACT, 1913 


1. LESCO took over the assets and liabilities of S.S.B. Mills Ltd- 
On liquidation) and M.D. M. Co. Ltd. (in liquidation) accor<hng to a 
Scheme of Arrangement under Section 208 C of the Indian Companies 
Act, 1913, and destroyed the books of these companies to bnng an end to 
the liquidation proceedings early without any inquiry, in disregard of honest 
■commercial practice with the following object ; 

To obviate any possible inquiry into the affairs of S.S.B. and M.D.M. 
Companies controlled by the D. J. Group and taken by 
R. Dalmia. 


2. Loss to LESCO Rs. 8,35,176 being the amount of the loss suffered 
in meeting the liabilities of the mill companies. 

The D. J. Group acquired control of S.S.B. Mills Ltd. and ^.D.M. 
Co. Ltd., on 19th October, 1946 and these companies were sent into 
voluntary liquidation on 31-12-1951. 

On 3rd Anril 1953 a meeting of the Board of Directors of LESCO 
was held to consider the 

208-C of the Indian Compames Act, 1913 for "drift scheme vSs 
liabilities of S.S.B. Mills and M.D.M. Compai^. The draft scheme 
signed by the Chairman of the meeting, R. Shama. G. L ChoKhani 
anointed as an agent of LESCO and was authorised to get the scheme 

implemented (Ex. 505). 

On 24th Anril 1953 G. L. Chokhani was co-opted as a Director and 
was^authorised to’ execute) the agreements with the Liquidators of S.S. . 
and M.D.M. Companies (Ex. 505). 

On 8-5-53 the agreements iS oS Slf 

of South Asia Industries Ltd. and R- jC action)?' of tin. 

of the MiU Companies as Liquidators (Ex. 505h 
Directors in taking over the assets and I abdihcs was ratitica ny 
holders of LESCO on the 25-11-1955. (Ex. /2U. 

According to the scheme the “SeU and I»es hwcrc .a cn 

over by South Asia Industries Limited (Exs. 701 ec nv ■ 


(a) Sir Shapurji Broacha Mills Ltd. 

Assets — 

Less Liabilities 


Rs. 

23.-!6,254 

I,E9.976 


Less Liabilities to the Shareholders under the Scheme 
Excess of assets over liabilities transferred to Capital Rcsers c 


21,56,278 

J7,I6,8F0 

•5.39,398 
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(Jo) Mad/towji Dharamsl Manufacturing Co. Ltd. 


Rs. 


Assets .. .. .. .. .. 11 02 738: 

less LiabiUties - l’.99’,536 


903,202 

Less Liabilities to the Shareholders under the Scheme . . . . 12,03,320 


Excess of Liabilities over assets transferred to capital loss . . 
(c) Capital Loss Account 

Difference between liabilities and assets of M.D.M. Co. Ltd. , 
Add expenses incurred for court and others 


Less amount recovered from the liquidator of S.S.B. Mills ; . 
Arnoimt transferred to Capital Reserve • . . _ 

(d) Capital Reserve Account 

Difference between liabilities and assets of S.S.B. Mills Ltd. 

Less amount expenses incurred . . 13,329 

Amount transferred from Capital Loss account . . 1,72,748 


Balance transferred to P & L Account 


3,00,118 

3,00,118 

9,110 

3,09,228 

lj36,480 

1,72,748 

4,39,398 

1,86,077 

2,53,321 


A capital profit of Rs. 2,53,321 was shown as transferred to the Profit 
and Loss Account for the year ended 31-3-54 (Ex. 701). 

'During 1953-54 the books of accounts of South Asia Industries Ltd,, 
show as realisation Rs. 10,21,658 from the assets and payment of 
Rs. 29,86,090 for the liabilities to shareholders and others. (Ex. 714). 

Out of Rs. 29,86,090 the Shareholders were paid to the extent of 
Rs. 28,87,761. Out of the Rs. 28,87,761, Rs. 33,671 was paid in cash 
and the balance of Rs. 28,54,090 was paid by Hundies as under to tho 
R. Dahnia -concerns (Ex. 701) : — 

Rs. 


(1) Asia Udyog Ltd 

(2) LESCO 

(3) D.D.C. Ltd. . 

(4) M.D.M. Co Ltd, 

(5) B.U.A. Ltd. , . 


20,73,954 

5,22,000 

54,000 

1,36,480 

7,656 


28,54,090 


' During 1954-55 LESCO realised only Rs. 500 but it has paid Rs. 17,240- 
to the shareholders and others (Ex. 711). 

In addition to the assets and liabilties taken over as stated earlier. South 
Asia Industries had to pay the Income-tax liabilities of the Mills and realised 
the E.P.T. refund, of the two mill companies which were unrecorded in 
their books (Ex. 697) 

Rs. 

Income-tax liabilities ... 29,62,952 

Post-war refunds of E.P.T. ... .» ... .. .. .. .. 18,75,282 

10,87,670 
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Thus South Asia Industries was made to take the additional net Uabiiitics 
of Rs. 10,87,670 in respect of these two mill companies. The net loss 
suffered by South Asia Industries Ltd., in respect of taking over the assets 
and liabilities was Rs. 8,34,349 (Rs. 10,87,670 less Rs. 2,53,321 as stated 
above). This loss was further increased by Rs. 827 in respect of non- 
realisation of assets bringing the total loss to Rs. 8,35,176. 

Out of the total assets of Rs. 34,48,992 taken over by South Asia 
Industries, assets of the value of Rs. 3,33,975 were unrealised as on 
31-3-56. 


Persons responsible^ ' i 

The Directors during the relevant period were R. Sharma, M. L. Sodhani, 
R. L. Chordia and G. L. Chokhani. R. Sharma is dead, 

M. L. Sodhani has not filed any reply to the allegations aganist him 
in the Statement of Matters. R. L. Chordia and G. L. Chokhani have 
raised a number of legal objections in their Written Statements but have 
not replied on the merits. These persons were subservient to R. Dalraia 
and were “Dummies” and were not in a position to act independentlj''. 
The person really responsible was R. Dalmia. 





CHAPTER IX 


TAKING OVER OF DISPUTED CLAIM OF ALLENBERRY 

In December, 1957, South Asia Industries Private Ltd., was fraudulently 
made to take over from D.D.C. Ltd., for Rs. 21,50,000 the disputed claim 
of Allenberry., against the Union of India. 

The object was to cover up the fraud committed on D.D.C. by 
R. Dalmia in giving, from the funds of D.D.C. a loan of Rs. 18 lakhs to 
Allenberry and releasing AUenberry from its obligation by passing on its 
disputed claim to the Union of India. This was done after the appointment 
' of Inspectors by the Central Government under Section 237 of the 
Companies Act, 1956 on 6th July, 1957. 

South Asia Industries Private Ltd., was under the effective control of 
R. Dalmia in 1957. The minutes of the Board of Directors purport to 
show that on 13th November, 1957 S. B. Kontu, D. A. Patel and S. K. Sanghi 
considered the terms and conditions of the draft agreement between Dalmia 
Dadri Cement Ltd., and South Asia Industries Ltd., in respect of taking 
over of the benefits and fruits, including all rights and interest arising out of 
the agreement dated 23rd March, 1954 between D.D.C. Ltd. and Allenberry 
& Co. Private Ltd., in consideration of the amount of Rs. 21,50,000 fas 
part payment towards the amount then due to South Asia Industries by 
D.D.C. (Ex. 859). S. K. Sanghi, Director, was authorised to execute the 
agreement on behalf of South Asia Industries Ltd. (Ek. 859 & 1,056). 
The Directors’ action was ratified by the Shareholders in their Extra-ordi- 
nary General Meeting held on 11-12-1957 (Ex. 861). Entriw were passed 
as on 31-12-1957 in the Books of South Asia Industries, debiting "Claims 
Receivable" and crediting D.D.C.’s Current Account. D.D.C.’s liability to 
South Asia Industries thus came down to Rs. 9,19,931 from 30,69,931 
(Ex. 736). In the very first Balance Sheet of South Asia Industries Private 
Ltd., • as at 31st March, 1958 (Ex. 640) i.e., within three months of the 
passing of the above entry, this amount was showm as “Claim Receivable" 
(Considered doubtful) under the head “Loans & Advances”. In the 
Balance Sheet as at 31-3-59 (Ex. 641) this amount was described in the 
same way. 

Persons Responsible : — 

(A) R. Dalmia; 

(B) The then Directors of South Asia Industries namely:— 

S. B. Kontu 

S. K. Sanghi and 
D. A. Patel. 
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They have not given any explanation' in respect of these transactions except 
D. A. Patel who submitted in hia reply as under : — 

“ .1 did not take any part in the discxission nor I voted 

on the resolution passed by the board approving the draft 
agreement embodying the terms and conditions of taking over of 
the said claim. I further say that I did not attend the share- 
holders’ meeting held on 11-12-1957 at which the relevant 
resolution was passed.” 

S. K, Sanghi has not filed any reply. S. B. Kontu has raised a number 
of legal objections in his written statement. These directors were subser- 
vient to R. balmia and were not in a position to exercise independent 
control. In the circumstances R. Dalmia must be held mainly responsible 
for this transaction. 



CHAPTER X 


BREACHES OF TRUST 

We have been asked in our terms of reference to pick out, among other 
things, breaches of trust that occurred in the administration of the scheduled 
companies. In our opinion the following from among the frauds that we 
have listed above would also be breaches of trust because they constitute a 
breach of the fiduciary obligations of the then directors of L.E.S. Co. to the 
shareholders of the company. 

Directors arc enjoined by the law to act in the interests of the company 
of which they are directors. In this case the directors acted against the 
interests of L.E.S. Co. at the dictates of R. Dalmia in the following 
instances : 

(a) When the funds of L.E.S. Co. ranging from Rs. 79,92,000 to 
Rs. 1,87,20,916 were fraudulently invested in the shares of 
other Dalmia concerns; 

(b) Where loans were fraudulently granted as under : 

(1) to D.C.P.M. ranging from Rs. 44,10,260 to 

Rs. 1,61,01,198; 

(2) to Asia Udyog Rs. 1,25,00,000; and 

(3) to Patiala Biscuits Rs. 13,37,735; 

(c) Amalgamation of S.S.B. Mills Ltd. (in liquidation) and M.D.M 

Co. Ltd. (in liquidation) under section 208C of the Indian 
Companies Act, 1913 and consequential loss to L.E.S. Co. of 
Rs. 8,35,176; 

(d) Loss of Rs. 21,50,000 due to taking over the disputed claim 
of Allenberry; 

(e) Manipulated losses of Rs. 68,76,000 on the sale of investments. 
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CHAPTER I 
INTRODUCTORY 


Dabnia Dadri Cement Ltd. 

Dalmia Dadri Cement Ltd. is not one of the Scheduled Companies. It 
was added by us under Clause 1 (2) of the Notification. The conditions 
on which a company may be added under Clause 1(2) are circumscribed 
und the question arose whether we are tied down in the investigation of 
those matters alone or whether once the conditions are satisfied and the 
■company added, the whole matter is opened up so that we deal with the 
company in the same way as a Scheduled Company. That was considered 
by us on 14-11-1958 and after hearing Counsel we decided, for the reasons 
recorded in our Order of that date, that once a company is added, the full 
scope of the inquiry is attracted and the Company has to be dealt with 
thereafter in the same way as the Scheduled Cdmpanies. This order was 
challenged inthePdnjab High Court by a Writ application; but the appli- 
cation was dismissed on 22-12-1958. Accordingly our Order in that behalf 
has become final for the purpose of this inquiry. That being so, we will 
now proceed to examine the affairs of Dalmia Dadri Cement Ltd. in the 
same way as we have done in the cases of the Scheduled Companies. 


743 




CHAPTER ll 


PROMOTION AND CONTROL 


Dalmia Dadri Cement Ltd. (hereafter described) as D.D.C. was incor- 
porated as a public limited company on 26-5-1938 in Jind State under 
the then Jind State Companies Act, 1922, The facts leading to the floata- 
tion of the company are these. 

Prabhu Daya! Agarwal who was a resident in Jind State had found large 
•deposits of lime-stone and Kankar near Charkht Dadri of the crsthwhilc 
-Jind State. Subsequently he gave information about these deposits to Shanli 
Prasad Jain. Thereafter Shanti Prasad Jain approached the Government of 
Jind State for a licence to establish a cement factory. An agreement was 
■executed on 1st April, 1938 between the Jind State and Shanli Prasad Jain 
under which the latter was granted rights and privileges to establish a 
•cement factory at or near Charkhi Dadri, 


The Memorandum and Articles of Association (Ex. 868) filed with the 
Registrar of Companies, Jind State, were signed on 4th May. 19.38. by 
the following persons. The number of shares subscribed arc shown aganist 
their names. 


(1) M.K.Roy 

(2) Hari Dutta 

(3) J. K. Sharoff 

(4) J. IMtnia 

(5) Shanti Prasad Jain 
Mahabir Pd. Modi 

(7) Vasudeo Agarwal 

(8) Jagat Pd. Jain 

(9) Prabhu Dayal Aganval . . 


too Only, shares 
too Ordy. sliarcs 
100 Only, shares 
500 Ordy. shares 
500 Ordy. sh.ircs 
500 Ordy. sftarcs 
500 Ordy. shares 
500 Ordy. shares 
500 Ordy. shares 


The authorised capital of D.D.C. was Rs. 50 lakhs, made up of 

Rs. 

20,000 6% cum Pref. shares of Rs. 100 each 20,00,0TO 

2,50.000 Ordy. shares of Rs. 10 each “5,00,000 

5,00,000 Dcfd. shares of Re. 1 each .5,00,000 

50,000,000 


Except Prabhu Dayal Aganval, Shanli Prasad Jain and J. Dalmh, the 
remaining persons who signed the Memorandum and Articles of Associ.ifion 
were employees in the companies under the control of Dalmia Jain Group, 
These persons were not in a position to float the Company. M. P. Modi is 
a sister’s son of R. Dalmia and J. Dalmia. 

H, D. Bishnoi in his reply has admitted that he w.is one of the .signa- 
tories to the Memorandum and Articles of Association and that he was a 
registered shareholder. He did not have any beneficial interest in the sharci 
as be was a nominee, and benami shareholder of tlic Comp-wies or iirnis 
under the control of the D. J. Group. He signed the Memomndum of 
Association as far as he remembers at the instance of a member o! D-umm 
Jain Group. 
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Shanti Prasad Jain and J. Dalmia have not disputed the allegations that 
the real promoters were members of the DJ. Group. They admit that 
D.D.C. was a Dalmia Jain concern. What they say is that D.D.C. ceased 
to be a D. J, Group Company after 31st May, 1948. It is quite clear that 
the real promoters of this Company were members of the D. J. Group. 

The firm known as Dalmia Jain & Co. was appointed Managing Agents^ 
of the company vide agreement dated 29-1-1940 (Ex. 1057) for a period 
of 20 years with eflfect from 26-5-1938 on the terms and conditions em- 
bodied therein. The agreement was signed , by J. Dalmia on behalf of 
Dalmia Jain & Co. and Prabhu Dayal Agarwal and J. P. Jain, Directors on 
behalf of D.D.C. 

On 10-5-1941, Dalmia Jain & Co. (Jind State) Ltd. was incorporated' 
in the Jind State and this ' company (vide agreement dated 12-9-1941)» 
was appointed Manning Agents of D.D.C. in place of Dalmia Jain & Co.. 
for the remaining period (Ex. 1058). 

The agreement was signed by Shanti Prasad Jain on behalf of Dalmia- 
Jain & Co. (Jind State) Ltd. and by M. P. Modi and Prabhu Dayal Agarwal,. 
Directors of D.D.C. 

All the shares of Dalmia Jain & Co. Ltd, (Jind State) were held by- 
members of the D. J. Group and their nominees at all relevant times. On- 
5th Septembei', 1952, R. Dalmia held 4,900 shares out of 5,000 ordinary 
shares and the balance of 100 shares were held by Govan Bros. Ltd. 

R. Dalmia and his wife Smt. Saraswati Devi held 9,900 Ordinary shares- 
out of 10,000 Ordinary shares and all the 30,000 Preference shares in 
Govan Bros. Ltd. in 1951-52. 

'The Directors of Dalmia Jain & Co. (Jipd State) between 19-8-1948' 
and 30-3-1950 were — 

(1) J. Dalmia 

(2) V. H. Dalmia 

Between 30th March 1950 and 30-9-1952— 

(i) V. S. Chordia (brother-in-law of R. Dalmia) 

30th September. 1952 onwards — 

R. Dalmia 

The first Directors of the Company were— 

(1) J. Dalmia 

(2) Shanti Prasad Jain 

(3) Mahabir. Prasad Modi 

(4) Vasudeo Aganval , 

(5) Jagat Prakash Jain 

(6) Prabhu Dayal Agarwal. 

The qualification of a Director under the old Articles of the Company 
before amendment was that he had to hold shares of the face value of 
Rs. 5,000 in his own name. The Articles were amended on 19th September, 
1956 whereby the limit of holding shares was brought down to Pi. 1,000. 

It would appear that the shares held in the names of Directors were bought 
by members of the D. J, Group. 
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J. M. Gupta in his written statement says 

“The qualifying shares were bought by the D. J. Group in my name 
with their own capital. I was an employee of Indian National 
Airways Ltd. and was included in the Board of Directors by 
the D. J. Group, I had no personal stake in D.D.C. Ltd. and 
the decisions taken from time to time were the decision of the 
D.J. Group, especially Shri R. K. Dalmia, for which 1 assume 
no responsibility.” 

Between 1st January, 1948 and December, 1956 the following persons 
acted as directors of D.D.C. 


(1) M. L. Raizada . . 

(2) N. C. Roy ... 

(3) J. Dalmia . . 

(4) M. P. Modi 

(5) Shital Pd. (Ex. officio) 

(6) V. S. Chordia 

(Ex. Officio) . . 

(7) H. M. Gupta . . 

(8) R. Dalmia 

(9) S. K. Sanghi 

(10) S. N. Dudani . . 

(11) RP. Gurha 

(12) D. A. Patel 

(13) Raghunath Das Dalmia 

(14) M. P. Sharma 


Date of . Date of 
appointment cessation 


4-12-47 

21-1-52 

1946 

26-5-50 

Date of in- 


corpn. 

16-3-50 


7-11-48 

21-ir-48 

23-5-50 

25-5-50 

29-12-52 

23-5-50 

3-12-52 

21-1-52 

29-12-52 

3-9-52 

3-11-52 

3-9-52 

17-6-53 

3-11-52 

3-5-58 

5-11-52 

3-5-58 

12-6-53 

18-11-53 

24-7-53 

27-5-54 

21-5-54 

30-3-56 


Share-holdings of D.D.C. Ltd. 

The control was also exercised through the share-holdings. 
The paid-up capital of D.D.C. Limited consisted of : 
(Ex. 868). 

(a) 9i544 6% Cumulative Preference shares of Rs. 100/- each 

(b) 1,20,255 Ordinary shares of Rs. 10/- each 

(c) 2,50,000 Defence shares of Re. 1/- each 


Rs. 

9,54,400 

12,02,550 

2,50,000 


24,06,950 


The voting rights attached to the shares were as follows . 

(a) Cumulative Preference Shareholders have the 

General Meetings, only when the dividend of the . ^^onosed for 

arrears for twelve calendar months or when any resolu * P P dircctlv 
reducing the capital of the company or wnding up the P‘ ^ dividend 
affectini the interest of holders of such shares as ho deS o^^ 

return of capital or voting upon any question 
Cumulative Preference Shares to vote. Each pref 
vote to its holder. . , 

(b) Each ordinary share and deferred share con erre one 

holders whenever a poll was demanded. . . .v,,. chirz-c 

(c) n,= share, of D.D.C. Ltd. held by R. Dalma,. “f 

held by the companies under his control an others, are set 

relatives, employees and associates and the shar 
out in the table below. 
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(5) On the basis of voting rights R. Dalmia was in a position to decide^ 
any issue at a poll in the manner desired by him at the shareholders^ 
meetings, as will be seen from the figures given below : — 


When Pref. Shareholders 

When Pref. Shareholders 

are entitled to vote. 

are NOT TO VOTE 

Total No. of votes 

Total No. of r'otes 

3,79,799 

3,70,2S5 

R. Dalmia Others 

R. Dalmia Others 

etc. 

etc. 


Up to 


31-12-1951 .. 

As on 



2,24,413 

1,55,386 

2,18,608 

1,51,647 

29-12-1952 .. 


2,50,256 

1,29,543 

2,43,780 

1,26,475 

1-4-1954 . . 


2,50,256 

1,29,543 

2,43,780 

1,26,475 

1-4-1955 . . 


2,80,234 

99,565 

2,72,417 

97,838 

1-4-1956 . . 


2,80,254 

99,545 

2,72,437 

97,818 

29-9-1956 .. 


3,78,578 

1,221 

2,69,050 

1,205 


We thus find that at the inception the D. J. Group was in control. But 
there is no evidence to connect J. Dalmia and Shanti Prasad Jain with any 
of the instances to which exception was taken in the statements of matters 
and there is nothing else to show that they were associated with the affairs 
of the Company at the times with which we arc concerned. They had ceased 
to- be directors by then, so, whether or not the D. J. Group was still in 
existence as a group on those dates we do not think it would be proper to 
associate these two persons with the affairs of this company at the times 
that arc relevant for the purposes of our inquiry. But there is ample 
material to indicate that R. Dalmia was in clfective control at all material 
times. So we will call this company an R. Dalmia concern. 




CHAPTER III 

FRAUD LOAN OF RS. 18 LACS TO ALLENBERRY 


We will deal with the fraud that was perpetrated. It relates to a loan 
of Rs. 18 lacs to Allenberry. 

In or about April, 1953 Dalmia Dadri Cement Limited fraudulently gave 
an unsecured loan of Rs. 18 lacs to Allenberry & Co. Ltd., a private com- 
pany in which R. Dalmia was mainly interested. 

Describing the sum of Rs. 18 lacs in the Balance Sheets of D.D.C 
Limited as at 31st December, 1953, 1954, 1955 and 1956 as ‘Deposits’ and 
‘Claims Receivable considered good instead’ of ‘Loans’ and ‘Disputed 
Claims’ was deceptive, and fraudulent inasmuch as. 

The objects were : — 

(a) To help and assist Allenberry & Co. Ltd. 

(b) Eventually to help and assist R. Dalmia. 


Detriment to D.D.C. Ltd. 

This is another instance of the pattern followed by R. Dalmia of making 
a company in which the public were interested advance moneys without anj’ 
security to a private company in which R. Dalmia was solely interested, 
for the benefit of that private company and himself and to the detriment of 
the company in which the investing public were interested. 

The manner in which the loan was sought to be repaid was also an 
example of the pattern whereby the repayment was never intended to take 
place in the form in which it was given viz., cash but by giving assets of no 
value: (in this case a disputed claim of Allenberry against the Union of 
India which resulted in a liability ofRs. 35 lakhs on D.D.C Limited). 

The loss of interest to D.D.C. Ltd., was Rs. 5,41,600. 

The Advantage to Allenberry : Was use of Rs. 18,00,000 as an un- 
secured loan. 


The Advantage to R. Dalmia : Was (a) uscofRs. 18,00,000 of a Public 
Limited Company through his private limited company, Allenberry & Co. 
Ltd. free of interest from 23-2-54 to 27-12-57. (b) Saving of interest 
amounting to Rs. 5,41,600. 

The particulars of these are as follows: — 

(i) Allenberry & Co. Ltd., was under the effective control of the 
D. J. Group from 1945 onwards and of the 1949 of R, Dalmia. 

(ii) R. Dalmia was the principal beneficiary of Allenberry & Co. 
Ltd., at that time. 


(iii) Allenberry’s paid-up capital 
reserves and had not declared 


was Rs. 19.00,000. It had no 
dividends from I94S to 1952. 
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'(iv) On 9th April, 1953, Allenberry asked Dalmia Fadri Cement 
Ltd., for a laon of Rs. 20 lakhs for 9 months @6%. fEx 1059/ 
Vol. 11/19). ^ /o V • ■ 


r(v) The request was considered by S. N. Dudani, R. P. Gurha and 
S. K. Sanghi, Directors of Dalmia Dadri Cement Ltd. at its 
Board of Director’s meeting held on 17th April, 1953, and the 
loan of Rs. 18 lacs with interest @8% repayable in sLx months 
was sanctioned to Allenberry. 

(Ex. 1059/Vol. Il/P. 19). 

<(vi) No security was asked for the loan and at no time did they 
• have any intention of recovering the loan in cash. 


<^vii) Both S. N. Dudani and R. P. Gurha, Directors ofD.D.C. Ltd. 
were closely connected with Allenberry as its ofBcers, viz., as 
Assistant Secretary and Accountant respectivelJ^ 

e(viii) The Directors of D.D.C. Ltd., made no inquiry about the 
financial position of Allenberry before sanctioning the loan 
(Ex. 441/P. 48-49). 


v(ix) Later on, at the request of Allenberry, the Directors of Dalniia 
Dadri Cement Ltd. granted an extension of two months in the 
first instance and a further extension up to 31st January, 1954 
to repay the loan. (Ex. 1059/Vol. II/P. 31). 

'(x) Even at the later stages the Directors of Dalmia Da'dri Cement 
Ltd. did not ask for any security from Allenberry. 

t(xi) On 15th January, 1954, R. P. Gurha, Raghunathdas Dalmia and 
S.N. Dudani, Directors, decided to take legal action against 
. Allenberry if it failed to repay the amount on or before 
31-1-1954. 


* (xii) Allenberry defaulted as planned. 

f(xiii) On or about 26th February, 1954, a suit was filed in the 
Calcutta High Court for the recovery of the Rs. 18,00,000 and 
interest thereon amounting to Rs. 1,19,145-3-3 for the period 
from 1-5-1953 to 26-2-1954 (Ex. 441/P. 158). 

t(xiv) Twenty-five days after the filing of the suit both D.D.C. Ltd. 
and Allenberry settled the matter mutually. The terms of 
settlement are . contained in the Agreement dated 23rd March, 
1954. executed between D.D.C. and Allenberry. 

(Ex. 441/P. 51). 

(<xv) On 26th March, 1954, the terms of settlement were filed in the 
High Court at Calcutta. 

(Ex. 441/P. 160—164). 

The terms were: — 

•‘T The Defendant Company hereby admits and acknowledges 
’ that a sum of Rs. 19,19,145-3-3 (Rupees nineteen lacs nine- 
teen thousand one hundred and forty-five annas three 
and pies three only) were due and owing from the 
defendant company to the Plaintiff company at the date of 
.the institution of the suit. 
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2. The defandant company has entered into an agreement dated 

the 23rd March, 1954, in favour of the plaintiff company 
in respect of the claims of the defendant company against 
the Government of India under contracts Nos. 160 ofllth 
July, 1946, 161 of 11th July, 1946, 197 of 2nd August. 
1946 and 311 of 11th September, 1946. The plaintiff 
company has accepted the said agreement in satisfaction 
of the sum of Rupees Eighteen lacs being the principal' 
amount advanced by the plaintiff company to the defendant 
company. 

3. There would be a decree in favour of the plaintiff company 

against the defendant company for Rs, 1,19,145-3-3 
(Rupees one lac nineteen thousand one hundred and 
forty-five, annas three and pics three) with interest at 5% 
per annum from the date of the suit until realisation. 

4. The defendant company shall also pay to the plaintiff com- 

pany a sum of Rupees one thousand and five hundred as 
the settled costs of this suit.” 

(xvi) On 24th November, 1954, the Calcutta High Court gave a con- 
sent decree for Rs. 1,19,145-3-3 with interest @5% per annum 
from the date of the judgment till the date of realisation and 
also for Rs. 1,500 towards the settled costs. 


(xvii) On 12th August, 1949, the Um'on Government had made a 
counter claim for a large amount arising out of the aforesaid 
contracts. In spite of this the directors of D.D.C. Ltd. took over 
the claim of Allenberr}' in satisfaction of Rs. 18,00,000 due 
from Allenberry & Co. Ltd. (Ex. 441/P. 51-52). 

(xviii) Both the claims of Allenberry and the counter claim of the 
Union of India were the subject-matter of Arbitration 
proceedings. 


(xix) Under the Agreement D.D.C. was to pay Rs. 50,000 to 
Allenberry towards the legal charges in the first instance and 
further payments were to be made from time to time. 
Allenberry did not have liquid funds to pay of even the legal 
charges. 


(xx) A disputed and doubtful claim of Allenberr}’ against the Union 
of India was thus substituted for Rs. 18 lacs advanced to 
Allenberry in cash. 

(xxi) In D.D.C. Ltd. the investing public was substantially inicrc.ucd 
whereas in Allenberry only R. Dalmia was interested. 


(xxii) In the Balance Sheets of D.D.C. Ltd. (Ex. 868) the Advance 
of Rs. 18 lacs to Allenberry was shown as follows:— 


As on 3t-]2-53 Deposits (with Joint Stock Companies) 
U-12-J954 

Claims Receivable under Agreement considered good . . 
U-12-1955 

Oaims Receivable considered good 

\1-J2~1956 

Claims Receivable (Unsecured decreed) 


Rs. 

30,00,000 
J8,30,tiIT to 0 
I9,34,£3P I f' 
20 , 25 .';; U> ' 



(xxiii) The above presentation in the Balance Sheets was fraudulent 
because: 

(a) A loan cannot be described as a Deposit. 

(b) The disputed claim of Allenberry cannot be classified as 
‘Good’. 

(c) The fact that a counter claim was made by the Union of 
India against Allenberry was suppressed. 

(d) The fact that the claim of Allenberry and the counter claim 
of the Union Government were the subject-matter of 
Arbitration was not disclosed to the shareholders of D.D.C. 

(xxiv) D.D.C. Ltd. incurred legal expenses to the extent of Rs. 1,00,000 
in the Arbitration alone. 

(xxv) On 6th July, 1957, the Government of India ordered an investi- 
gation into the affairs of D.D.C. Ltd. under section 237 (b) of 
the Companies’ Act, 1956 (Ex. 441/P. 145-146). 

(xxvi) Pursuant to an a^eement dated 27th December, 1957, D.D.C. 
Ltd. transferred this claim to another R. Dalmia concern, South 
Asia Industries Ltd. for a consideration of Rs. 21,50,000 
(Ex.1056). 

(xxvii) It took a litigation, two agreements, and 4| years to recover a 
loan of Rs. 18,00,000 from Allenberry that was to have been 
repaid with interest within 6 months. 

(xxviii) If the resources of the company needed conservation for future 
expansion, it was the primary duty of the directors to have 
invested the funds of D.D.C. in guilt-.edged securities or in easily 
realisable assets. , , 

(xxix) On 22nd March, 1958, the umpire gives, an award against 
Allenberry and in favour of the Union of India to the extent 
ofRs. 35,00,000 (Ex. 441/P. 52). 

(xxx) D.D.C. Ltd. lost about Rs. 5,41,600 by way of interest on 
Rs. 18 lacs from 23-2-1954 to 27-12-1957 @5%. 

Persons responsible } 

When the loan to Allenberry was given, the directors of the Company 
were: — 

(1) S. K.Sanghi; 

(2) S. N. Dudani; and 

(3) R. P. Gurha. 

They have not controverted the allegations in the Statement of Matters. 
Neither these persons nor the Company in their written statements have 
justified the grant of the loan. They have merely raised numerous legal 
objections regarding the constitution and powers of the Commission. 

These directors were also responsible for the deceptive description of 
the sum of Rs. 18 lacs in the Balance Sheets of D.D.C. Ltd., as on 
31-12-1953, 1954, 1955 and 1956 (Ex. No. 868). 



CHAPTER IV 


LOANS OF Rs. 12 LACS TO JAIPUR UDYOG AND Rs. 25 LACS 

TO RAJASTHAN UDYOG 

Dalmia Dadri Cement Ltd. granted loans to the following companies in 
disregard of honest commercial practice: — 

(a) Loan of Rs. 12,00,000 to Jaipur Udyog Ltd. a private com- 
pany under the control ofR. Dalmia on 14th December, 1953 
This was also in contravention of Section 86-D of the Indian 
Companies Act, 1913. 

(b) Loan of Rs. 25,00,000 to Rajasthan Udyog Ltd., a private 
limited company under the control of R. Dalmia on 19th Novem- 
ber, 1954. 

These sums were described in the Balance Sheet of D.D.C. Ltd. (Ex. 868) 
as at 31st December, 1953 and 1954 as ‘Deposits’ instead of Loans. This 
was in disregard of honest commercial practice. 

The object was 

To help and assist R. Dalmia and his concerns. 

Detriment to Dalmia Dadri Cement Ltd. 


This is another instance of the pattern followed by R. Dalmia of making 
a company in which the public are interested to advance moneys without any 
security to a private company in which he was solely interested for the 
benefit of that private company and himself and to the detriment of the 
■company in which the investing public arc interested. 

The manner in which the loan of Rs. 25,00,000 to Rajasthan Udyog 
was sought to be repaid is another instance of the pattern \vhcrcby the 
repayment was never intended to take place in the form in which it was 
given, namely, cash, but by transferring assets such as shares of sister com- 
panies which remained with the lending company for a short duration, in 
this case only two months. 

The gain to R. Dalmia was the use of the funds of public companies 
to the extent of Rs. 12,00,000 and 25,00,000 at the respective times. 


Particulars re : Jaipur Udyog Ltd. 

(i) Jaipur Udyog Ltd., was a Private Limited Company under tlie 
control of R. Dalmia. 

(ii) In December 1953, V.S. Chordia, M. L. Sodhani, P. K. Roy. 
D. A. Patel and S. N. Dudani were its Directors. 

(iii) S. N. Dudani was a common Director, r/r.. Director of Jaipur 
. Udyog Ltd., and Dalmia Dadri Cement Ltd. 

(iv) On 14th December, 1953, S. N. Dudani, R. P. ^rim and 
Raghunath Das Daim-'a decided to ’Deposit Rs. 12,00.0:^ for 
3 months with Jaipur Udyog Ltd., carrying interest g 
(Ex. 1059/Vol. II/P.29). 
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'(v) The amount of Rs. 12,00,000 was paid to Jaipur Udyog Ltd. 
by drawing a hundi in favour of Jaipur Udyog Ltd. on Govan 
Brothers Ltd. on 30th December, 1953. By this process the 
account of Govan Brothers, which was showing a debit balance 
ofRs. 12,00,000 in respect of the sale of 1,20,000 Ordinary 
Shares of D. J. Aviation sold to it by D.D.G, Ltd. on 30-llrl953, 
was shown as fully adjusted . (Ex. 1060/Vol. IX/P 160 and 
Ex. 1061/P. 16). 

(vi) The ‘Deposit’ was in fact a loan to Jaipur Udyog Ltd. 

(vii) The loan was unsecured. 

<viii) In the Balance Sheet of D.D.C. Ltd. as at 31-12-1953 (Ex. 868) 
the loan was described as under: — 

‘Deposits’ (with Joint Stock Companies) Rs. 30,00,000 

Note 

The amount of Rs. 30,00,000 includes loans to AUenberry . . . . 18,00,000 

Loan to Jaipur Udyog Ltd. ' . . . . . . . . . . . 12 W),000 

30,00,000 

(ix) On 31-3-1954, the loan was shown as repaid with interest 
(Ex. 1060/Vol. X/P. 37 & 1061/P. 14). The amount of 

Rs. 12,13,500 was debited to the account of Asia Udyog Ltd. 
and the Deposit account was credited in the books of D.D.C. Ltd. 

Farticnlars re : loan to Rajasthan Udyog Ltd. 

(i) Rajasthan Udyog Ltd. was incorporated as a private company 
on 24th September, 1954. 

Oi) Its Directors were: — 

(a) R. Dalmia — ^from the date of incorporation till 31-3-1956. 

(b) M. L. Sodharii— from the date of incorporation onwards* 

i(iii) Its paid-up capital was Rs. 10,00,000 made-up of 1,00,000 
ordinary shares of Rs. 10 each. 

^iv) It was under the control of R. Dalmia. 

.(v) On 19-11-1954, R. P. Gurha, S. N. Dudani and M. P. Sharma, 
Directors of Dalmia Dadri Cement Ltd., decided to advance 
Rs. 25,00,000 to Rajsthan Udyog Ltd., , for a period of six 
months carrying interest @4%, 

'(vi) At that time the investing public had an interest and stake in 
Dalmia Dadri Cement Ltd. 

<vii) On 30th November, 1954, the amount of Rs. 25,00,000 was 
shown as paid to Rajasthan Udyog Ltd. and the amount was 
credited to the account of Asia Udyog Ltd. in the books of 
D.D.C. Ltd. Asia Udyog Ltd. at that time were acting as the 
selling agents of D.D.C. Ltd., and a large sum was due from 
Asia Udyog Ltd. for cement sales. 

<viii) The loan of Rs. 25 lacs was unsecured. 

(ix) The financial position of Rajasthan Udyog Ltd. did not warrant the 
grant of such a large loan. 
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(x) In the Balance Sheets of D.D.C. Ltd. as on 31-12-1954 the loan 
was described as under: — 

“Deposits (with Joint Stock Companies) (since realised) 
Rs, 25,00.000.” 

(xi) On 30-6-1955, the loan was shown as repaid pursuant to a 
hundi drawn by Dalmia Dadri Cement Ltd., on Rajasthan Udyog 
Ltd., in favour of South Asia Industries Ltd. towards the pur- 
chase of 2,50,000 ordinary shares of Rs. 10 each of Jaipur 
Udyog Ltd. (Ex. 872/Vol. 1/258. Ex. 873/Voi. 1/201). 

(xii) The Hundi was not encashed and in the books of D.D.C. Ltd. 
The Investment Account was debited and the deposit account 
was credited. Thus the amount of Rs. 25.00,000 due from 
Rajasthan Udyog Ltd., was substituted by investments in the 
shares of Jaipur Udyog Ltd. 

(xiii) After two months L e. on 31-8-1955, these 2,50,000 ordinary 
shares of Jaipur Udyog Ltd. were transferred to Asia Udyog 
Ltd. not for cash but the amount was debited to the account 
of Asia Udyog Ltd. 

Persons responsible — The Directors 

When the loans ofRs. 12 lakhs to Jaipur Udj’og Ltd. and Rs. 25 lakhs 
to Rajasthan Udyog Ltd. were granted on 14-12-1953 and 19-11-1954 
respectively, the directors were — 

(a) S. N. Dudani; 

(b) R. P. Gurha; and 

(c) Raghunath Das Dalmia. 

M- P, Sharma was a director when the loan of Rs. 25 lakhs was granted 
to Rajasthan Udyog Ltd. 

The grant of loans has not been justified by S. N. Dudani and R. P. Gurha 
and the Company in their written statements. Raghunath Das Dalmia in his 
reply says that a sum of Rs. 12 lacs was given in deposit to Jaipur Udyog 
for 3 months. The amount was repaid with interest and D.D.C. did not 
sustain any loss. He further says that he had voted for the transactions 
in good faith and had committed no wrong. His pica th.at (he amount in 
question was given in deposit to Jaipur Udyog Ltd. and not as loan cannot 
be accepted. He has not given any explanation in regard to the second 
loan to Rajasthan Udyog Ltd. 




CHAPTER V 


RUPEES SIX LACS COMPENSATION PAID TO DALMIA JAIN 
(JIND STATE) LIMITED 

D. D. C. Ltd. paid Rs. 6 lakhs to Dalmia Jain (Jind State) Ltd. by way 
of compensation for the termination of its Managing Agency, This was 
in disregard of honest commercial practice for among other reasons the 
following: — 

(a) Dalmia Jain (Jind State) Ltd., was paid Rs. 6,00,000 intending 
that the same should be received by them free of tax and with- 
out their rendering any services to D. D. C. Ltd., in which the 
investing public was interested. 

(b) The managing agency %vas terminated, not for the benefit of the 
managed company in which the investing public was interested, 
but for the benefit of R. Dalmia in pursuance of the pattern 

' followed by him at that time to terminate managing agencies for 
the purposes of obtaining funds for his own purposes and 
concerns from public companies. 

The objects were ; — 

(a) to enable Dalmia Jain (Jind State) Ltd., to acquire Rs. 6 lacs 
as compensation free of tax; 

(b) ultimately to benefit R. Dalmia at the expense of the share- 
holders of D. D. C. Ltd. 

R. Dalmia gained Rs. 6 lacs free of tax by this means through Dalmia 
Jain (Jind State) Ltd. 

The particulars are as follows, 

(1) Dalmia Dadri Cement Ltd. appointed Dalmia Jain & Co. 
(Jind State) Ltd,, as Managing Agents under an agrccmcni 
dated 12-9-1941 (Ex. 1058). 

(2) The terms of appointment were : — 

id) Duration .. 1-7-lWI to 27-5-195S 

(6) Remuneration (0 Commission on net profit 10 % 

(//) Office Allowance Rs. 1,000/- p.m. 

(3) The signatories to the above agreement were : 

On behalf of D. D. C. Ltd M- L . 

On behalf of Dalmia Jain R- D. Appinval 

■{Jind Slate) Ltd Shanti Pnis.id Jam. 

(4) Dalmia Jain (Jind State) Ltd., was incorporated on lOlh M.ay, 

1941, in the erstwhile Jind State. 

(5) Its paid-up capital was Rs. 50,000 made up of 50,000 Ordy. 

shnresnfRs. 10 each. 
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(7) On 5tli September, 1952, R. Dalmia held 4,900 shares out of 
5,000 ordinary shares of D. J. (Jind State) Ltd. The balance 
of 100 shares was held by Govan Brothers Ltd. 

(8) R. Dalmia and his wife Saraswati Devi held in their own names 
9,900 Ordinary shares out of 10,000 Ordinary shares and all 
the 3,000 Pref. shares of Govan Brothers Ltd., at that time. 

(9) On 14th November, 1952, J. M. Gupta, S. K. Sanghi and 
S. N. Dudani, Directors of Dalmia Dadri Cement Ltd. decided 
to terminate the Managing Agency and Shrh Vishnu Kumar, 
Secretary, D. D. C. Ltd., was asked to convene an extra- 
ordinary meeting of Dalmia Dadri Cement Ltd,, on 2nd December, 
1952. The unexpired period of the Managing Agency was 65 
months and 26 days. (Ex. 1059).- 

(10) At that time the investing public was substantially interested in 
D. D. C. Ltd. The following was the shareholders’ position: — 




Preference 

shares 

Ordinary 

shares 

Deferred 

shares 

Dalmia Jain Group 


6,476 

81,580 

1,62,200 

Outsiders 

•• 

3,068 

38,675 

87,800 

Total .. 

•• 

9,544 

1,20,255 

2,50,000 


(11) The extra-ordinary meeting of the shareholders of D. D. C. 
Ltd. was held on 2nd December, 1952 (Ex. 869/Vol. I/P. 28). 
It was attended by 

(i) Shri Raghunath Das Dalmia 

(ii) Shri Banarsi Das Saraf 

(iii) Shri Vishnu Kumar 

(iv) Dalmia Jain & Co. (Jind- State) Ltd., represented by 
R. K. Gupta. 

(v) M/s. Rajputana Investment Ltd., represented by Prahlad 
Rai. 

(vi) Dadri Marketing Ltd., represented by Shri . Raja Ram 
Gupta. 

Vishnu Kumar, Secretary, Dalmia Dadri Cement Ltd., and 
Secretary, Dalmia Jain & Co. (Jind State) Ltd., held proxies of: 

(i) R. Dalmia 

. (ii) R, P. Gurha (Director D. D. C.) 

(iii) S. L. Verma 

(iv) J. M. Gupta 

(v) P. P. Gupta. 

(12) At the meeting held on 2nd December, 1952, the resolution 
terminating the Managing Agency Agreement Avas approved and 
the Directors were authorised to settle the amount of compen- 
sation payable to the Managing Agents (Ex. 869/Vol. I/P. 28). 
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(13) R. Sharma, representative of the Managing Agents and S. K. 
Sanghi, representative of Dalmia Dadri Cement Ltd. recom- 
mended the payment of Rs. 6,00,000 as compensation (Ex. 
441/P. 61-62). 

(14) S. K. Sanghi was subservient to R. Dalmia being an employee of 
Bennett Coleman & Co. Ltd., a private company under the 
control of R. Dalmia. 

<I5) On I5th December, 1952, S. K. Sanghi, S. N. Dudani and R. P, 
Gurha, Directors of Dalmia Dadri Cement Limited approved 
the payment of Rs. 6,00,000 by way of compensation to the 
Managing Agents (Ex. 1059/Vol. 11/64-65 & 1061/P. 140). 

(16) S. N. Dudani and R. P. Gurha were subservient to R. Dalmia, 
being the employees of D.C.P.M., a private company under the 
control of R. Dalmia. 

(17) D. D. C. Ltd., had no independent legal and other advice. 

(18) On 30th December, 1952, an extra-ordinary General meeting 
of the shareholders was called. This meeting was attended by : 
(Ex. 869/Vo]. I/P. 30). 

(i) Vishnu Kumar 

(ii) Prabhu Dayal Agarwal 

(iii) Banarsi Das Saraf 

(iv) M/s. Dalmia Jain & Co. (Jind State) Ltd. represented by 
R. K. Gupta, 

(v) M/s. Rajputana Investment Co. Ltd., represented by 
Pralilad Rai Bansal. 

(vi) Raghunath Das Dalmia. 

(19) Vishnu Kumar held the proxies of 

(i) R. Dalmia 

(ii) J. Dalmia 

(iii) S. N. Dudani (Director, D. D. C.) 

(iv) R. P. Gurha (Director, D. D. C.) 

(v) S. K, Sanghi (Director, D. D. C.) 

(vi) P. P. Gupta 

(vii) M. K. Roy 
(viii) S. L. Verma. 

(20) Despite this Vishnu Kumar was voted to the Cliair, 

(21) Compensation ofRs. 6,00,000 was approved at the meeting. 

(22) The shareholders were not told the reasons for the termination 

of the Managing Agency, 

(23) The computation of the amount of compensation vt., 

Rs 6 00,000 was not equitably done. In calculating the aver- 
age income of the Managing Agents during the past 3 years, the 
estimated profit for 1952 was taken into account instead of 
calculating on the basis of the preceding three complete j’cars, 
namely, 1949, 1950 and 1951. 
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(24) While the compensation of Rs. 6,00,000 was paid to Dahnia 
Jain (Jind State) Ltd. the shareholders of D. D. C. Ltd. were 
not given any dividend for 1951 to 1954 although D. D. C. Ltd. 
made substantial profits. 

If the Managing Agency had continued for the unexpired period of 65 
months and 26 days, D. D. C. would have been liable to pay the following 
remuneration to the Managing Agents and would have retained their 
services: — 


Year ending 

Profits for 
the purposes 
of Cal. Mg. 
Agent 

remuneration 

Commis- 

sion 

10% 

Office 

allowance 

Total 

Present 
worth as on 
1-1-53 
discounted 
@ 41% . 

31-12-1952 . . 

17,13,014 

1,71,301 

935-0-0 

1,72,236 

1,72,236 

31-12-1953 . . 

16,65,874 

1,66,587 

12,000-0-0 

1,78,587 

1,70,895 

31-12-1954 

9,63,689 

96,369 

12,000-0-0 

1,08,369 

99,236 

31-12-1955 . . 

9,48,536 

94,854 

12,000-0-0 

1,06,854 

93,635 

31-12-1956 .. 

2,63,020 

25,302 

^2,000-0-0 

38,302 

32,119 

31-12-1957 .. 

99,491 

9,949 

12,000-0-0 

21,949 

17,613 

1st January to 27-5-58 

N.A. 

N.A. 

5,000-0-0 

5,000 

4,012 

Total . . 

56,53,624 

5,65,362 

65,935-0-0 

6,31,297 

4,99,746 


Therefore, in fact, compensation larger than the sum that would have 
been payable in the normal course was paid; and the only concern that bene- 
fited was the Managing Agents, which means, R. Dalmia, 

The persons responsible were primarily the then directors and Secretary 
of D. D. C. Their names are as follows: — 

(1) Virendra Singh Chorida, Director (from 23-5-50 to 3-12-52). 

(2) Shital Prasad Jain, Director (from 25-5-50 to 29-12-1952). 

(3) J. M. Gupta, Director (from -21-1-52 to 29-12-52). 

(4) S. K. Sanghi, Director (from 3-9-52 to 17-6-53). 

(5) S. N. Dudani, Director, (from 3-1 1-52 to 3-5-58). 

(6) R. P. Gurha, Director, (5-12-52 to 3-5-58). 

(7) Vishnu Kumar, Secretary. 

Out of these persons, Shital Prasad Jain did not file any reply. S. K. 
Sanghi, S. N. Dudani, R. P. Gurha and Virendra Singh Chordia have not 
refuted’ the allegations in the Statement of Matters. 

The plea of J. M. Gupta is as follows:— 

“I was no party to the payment of any compensation to DJ (Jind 
State) Ltd. by D. D. C. Ltd. on account of the termination of the 
Managing Agency. All that I can recall, is that a resolution 
termiiTating the Managing Agency of DJ (JS) Ltd. was passed 
at a meeting of the Board, at which I was present. It was 
stated in the Resolution that the Directors be authorised to 
. settle the liability, if any, arising out of the termination of the 

said Managing Agency. This resolution I understand was con- 
firmed by an extraordinary general meeting of the D. D. C. Ltd. 
held after I had ceased to be a director of D. D. C. Ltd. ort 
29-12-1952.” 
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As he was party to the resolution terminating a Managing Agency, he 
must be held responsible even though the amount of Rs. 6 lacs as compensa- 
tion was paid after he ceased to be a director. 

Vishnu Kumar in his written statement dated 13-6-1960 has not defended 
the termination. He has raised legal objections similar- to those raised 
fay S. N; Dudani, S. K. Sanghi and R. P. Gurha. In his affidavit, however 
tiled on 5-4-1962 as Secretary of the Company, he seeks to justify the pay- 
ment of compensation by D. D. C. In this affidavit he has referred to certain 
orders of the Appellate Assistant Commissioner of Income-tax. Certified 
■copies of these orders have not been placed before us. 

The Income Tax authorities were concerned with the question of tax- 
ability of the amount paid as compensation and not with whether the termina- 
tion of the Mana^ng Agency agreement amounted to a disregard of hones t 
commercial practice. 




CHAPTER VI 
BREACH OF TRUST 

There was a breach of trust of the fiduciary obligations of the then 
Directors of D. D. C. Ltd. in that they failed to act in the interests of D. D. C. 
Ltd. but acted on the dictates of the D. J. Group to further the interests 
of the D. J. Group to the detriment of the interests of D. D, C. Ltd. in the 
following cases : — 

(a) Investments of the funds of D. D. C. Ltd. in the shares of sister 
companies. 

(b) For the grant of loans of Rs. 12 lacs to Jaipur Udyog Ltd. and 
Rs. 25 lacs to Rajasthan Udyog Ltd, 

(c) For the termination of the managing agency and payment of 
Rs. 6 lacs as compensation to Dalmia Jain (Jind State) Ltd. 

(d) For loan of Rs. 18 lacs to Ailenberry & Co. 

As we have dealt with each of these cases under the head of ‘Disregard 
ef Honest Commercial Practice’, we merely state that they also amounted to. 
breaches of trust. 

The Directors referred to above are : — 

M. L. Raizada 

N. C. Roy 
J. Dalmia 
M. P. Modi 
Shital Prasad Jain 
V. S, Chordia 

J. M, Gupta 

R. K. Dalmia 

S, K. Sanghi 
S, N. Dudani 
R. P. Gurha 
M. P.’Sharma 
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CHAPTER VII 


ACQUISITION OF SHARES BY R. DALMIA 


' R. Dalmia acquired 3,739 Preference Shares of Rs. 100 each, 47,067 
Ordinary Shares of Rs. 10 each and 1,04,580 Deferred Shares of Re. 1 each 
from the investing public. 


The acquisition of shares was in disregard of honest commercial practice 
for the following among other reasons; — 

(а) Dividends were not declared on the shares of D.D.C. Ltd. 
during 1951 to 1955 although D.D.C. Ltd. made substantial 
profits. Thereby the shareholders began to feel that these shares 
were unremunerative and started liquidating their holdings. 
R. Dalmia took this opportunity to acquire the shares in large 
quantities. 

(б) Most of the shares were acquired at about 81% of the nominal 
value of the shares althou^ the intrinsic value was much more. 

(c) These shares were not quoted on any recognised stock exchange 
and it was not easy for the shareholders to know the then price 
of the shares. 


(d) After more than 99% of the shares had been acquired by 
R. Dalmia the arrears of dividend on Preference Shares @6% 
for 1951 to 1955 r nd the Dividend on Ordinary and Deferred 
Shares ® 6 % w^ declared in September 1956 and a sum of 
Rs. 3,73,473 was distributed by way of dividend. 

(f) The bulk of the Rs. 3,73,473 was reaped by the following com- 
panies of R. Dalmia: 

Rs. 


(1) Patiaia Biscuit Mfg. Ltd 

(2) Bharat Union Agencies Ltd. 

(3) Asia Udyog Private Ltd 

(4) South Asia Industries Ltd. 

(5) Bh^t Development Private Ltd. 

(6) Rajasthan Udyog Private Ltd. 


2,85,540/-/- 

78,323/15/10 

897/-/2 

216/-/- 

108/-/- 

687/-/- 


3,65,772/-/- 


(g) Thus R, Dalmia received the arrears of dividend at the expense 
of the investing public. 

The. acquiring of shares of D.D.C. Ltd., by Swadesh Nirman Priv^e Ltd. 
under Section 395 in exchange for its Deposits Receipts (later to be sub- 
stituted by the allotment of the shares of Swadesh Nirman Private Ltd.) 
Was also in disregard of honest, commercial practice because 

(a) This defeated the recovery provisions of the ^c^e-tax Act in 
respect of Income-tax outstanding, if any, due by Bharat Union 
Agency and South Asia Industries which held the shares of 
D. D. C. Ltd. as assets before Swadesh Nirman Private Ltd. 
acquired them under the scheme. The shares of Swadesh 
Nirman Private Ltd. received by Bharat Union Agenc^s Ltd., 
and South Asia Industries Ltd., in exchange for the shares ot 
D.D.C. Ltd. would not be easily marketable. 
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(6) Under the sdieme R. Dalmia wanted Swadesh Nirman Private 
Ltd. to acquire the valuable shares of D.D.C. Ltd. held by other 
companies in exchange for “Deposit Receipts” of Swadesh 
Nirman Private Ltd. 

(c) The provisions of the Control of Capital Issues Act were circum- 
vented by the process of issuing the so-called “Deposit receipts”. 

Object . — ^The object was to acquire all the shares of D.D.C. Ltd. at low 
rates so that outside interests and intervention be completely eliminated. 

Acquisition of shares 

Neither R. Dahnia, nor the Company, nor the directors have controverted 
the allegations regarding the acquisition of shares. 

Rs. 

Jain to the D. J. Group 

(0 In acquisition of the Ordinary and Deferred shares of D.D.C., Ltd. 

through D.C.P.M., Asia Udyog Ltd. and B.U.A. . . . . . . 10,93,988 

(«■) By way of arrears of Dividend on Preference shares through D.C.P.M; , 

Asia Udyog Ltd. and B.U.A. - 82,266 

11,76,254 


Loss to the investing public 1 1,76,254 

The gain to R. Dalmia resulted in a corresponding loss to the Investing 
public. 

Particulars of the acquisition 

It is not possible to set out with accuracy the exact number of shares 
that were beneficially held by R, Dalmia and his family and employees and 
the number held by the investing public. We gave a detailed list of the 
two categories in our statements of matters and those who were in a position 
to know have not come forward to show that our analysis was wrong. In 
any case, the broad picture that these figures furnish is enough to sen^e 
as a working guide. 

According to our calculations the investing public held 3,739 preference 
shares 47,067 ordinary shares and 1,04,580 deferred shares. R. Dalmia held 
the following: Preference 5,805, Ordinary 73,188 and Deferred 1,45,420. 

6,200 shares registered ■ in name of J. P. Jain, the beneficiary being 
Allenberry &Co. Ltd,', were transferred to Bharat Union Agencies Ltd. on 
6th September, 1954. 

The beneficial ownership of 17,000 shares registered in the following 
names was with Bharat Union Agencies Ltd: — 

Shri T. A. Desai ' . . 

Shri B. M. Lai 
S hri S, K. Sanghi 
h ri Oiandra Vadan 
Shri J. S. Mittal 
Shri Vishnu Kumar . . 

Shri L.N. Baid 
Shri R.P. Gurha 


2.500 

1.500 

1.500 

3.500 

2.500 
1,000 


17,000 
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On 5th May 1954, 12,000 Ordinary Shares held by the D. J. Group were 
transferred to M. P. Sharma but Bharat Union Agencies continued to 
remain the beneficiary. 

On 31st March, 1955, the beneficial ownership of the shares held by 
R. Dalmia through the companies under his control was as follows: — 



Pref. 

Ordy. 

Defd. 

(a) Asia Udyog Private Ltd 

2,996 

36,284 

37,305 

(b) Bharat Union Agencies Private Ltd. 

2,020 

53,400 

26,200 

(c) Shri R. Dalmia 

— 

— 

200 

((/) Bharat Insurance Co. 

2,800 

— 


(e) Others 

1 

8 

1,19,020 


7,817 

89,692 

1,82,725 


The value of the shares held by B.U.A. as shown in the above table, was 
as follows as per its books of account: — 


Rs. Rs. 

Preference shares 2,020 1,41,500 

Ordinary shares . . • 53,400 3,73,975 

Deferred shares 26,200 19,325 


Total . . 5,34,800 


On 30th September, 1955, all the above shares were transferred by 
Bharat Union Agencies Ltd. to Asia Udyog Ltd. for Rs. 7,62,200 as stated 
below: — 


Preference shares 
Ordinary shares . 
Deferred shares 


Rs. 

2,02 2,02,000 

53,400 5,43,000 

26,200 26.200 


7,62,200 


Thus B.U.A. Tnade a capital profit of Rs. 2,27,400^on the above shares* 

2,800 Preference Shares held by Bharat Insurance Company Ltd. were 
also transferred to Asia Udyog Ltd. 

The effect of the above transfers was that on 1st October, 1955, Asia • 
Udyog Ltd. held 7,816 Preference, 89,684 Ordinary and 63,505 Deferred 
Shares of the face value of Rs. 17,43,945 which constitute 72 % of the 
paid-up capital ofD.D.C. Ltd. 

There were further transfers and re-transfers of these shares between 
Asia Udyog Ltd. and B.U.A. Ltd. and South Asia Industries Ltd. 

In December 1955, Asia Udyog Private Ltd. transferred 5,000 Preference 
Shares valued at Rs. 3,50,000 and 60,100 Ordinary Shares valued at 
Rs. 4,20,700 to South Asia Industries Private Ltd., a company belonging to 
R. Dalmia. The Ordinary Shares were re-transferred to Asia Udyog Ltd. 
for Rs. 4,35,725 and thus South Asia Industries Ltd. made a capital profit 
of Rs. - 15,025. 
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On 31st March 1956, R, Dalmia held 7,817 Preference, 89,712 Ordinary 
and 1,82,725 Deferred Shares, the beneficial interest of which was with the 
following; — 



Pref. 

Ordy. 

Defd. 

(a) Asia Udyog Ltd. (44 individuals) 

(d)- Bharat Union Agencies Private Ltd. (B. L. 

2,816 

89,684 

63,505 

Agarwal) 

— 

20 

- 

(c) South Asia Industries Private Ltd. 

5,000 





(4). R. Dalmia 





200 

(e) Others 

1 

8 

1,19,020 


• 7,817 89,712 1,82,725 


On 30th April 1956, South Asia Industries Ltd. transferred 5,000 
preference Shares to Patiala Biscuit Manufacturers Ltd. for a sum of 
Rs. 3,65,000 and made a profit of Rs. 15,000. 

South Asia Industries Ltd. thus made a total capital profit of Rs. 30,025 
on the purchase and sale of Ordinary and Preference Shares of D.D.C. Ltd 

Patiala Biscuit Manufacturers Ltd. purchased 4,518 Preference Shares 
(from Vishwa Industries Ltd. 204 and Asia Udyog Ltd. 4,314) at a total 
price of Rs. 3,82,063. Thus P.B.M. Ltd. held 9,518 Preference Shares. 

Between April and May 19'56, 1,16,642 Ordinary and 1,18,420 Deferred 
Shares were transferred by Asia Udyog Ltd, to Bharat Union Agencies Ltd. 
on which Bharat Union Agencies reaped the dividend in September, 1956. 

The patiala Biscuit Manufacturers Ltd. received a dividend of Rs, 2,85,540 
on 9,518 Preference Shares acquired by it a few months earlier and which 
were re-transferred on 7th November, 1956 to South Asia Industries Ltd. 

Patiala Biscuit Manufacturers Ltd. acquired 9,518 shares for 
Rs. 7,47,063 and transferred the same to South Asia Industries Ltd. for 
Rs. 9,60,800. Thus Patiala Biscuit Manufacturers Ltd. made a capital 
profit of Rs. 2,04,737. 

Thus the Patiala Biscuit Manufacturers Ltd. was benefited to the extent 
of Rs. 4,90,277 by way of dividend and capital profit on an investment of 
Rs. 7,47,000 for few months. 

At that time the Patiala Biscuit Manufacturers was running in to loss and 
on 31st December 1955, the accumulated losses amounted to Rs. 25,89,000 
against its paid-up capital of Rs. 30 lakhs. 

By September 1956, R. Dalmia had acquired more than 99-7% of the 
shares of D.D.C. Ltd. and only shares of the face value of Rs. 4,650 were 
held by the investing pubUc as follows: — 



Pref. 

Ordy. 

Defd. 

Shri Banarsidass Saraf 

— 

— 

500 

Smt Sukhdai Devi 

6 

75 

150 

Shri Ambaprasad Joshi 

4 

50 

100 

Shri K. C. J. Satyawadi 

— 

5 

— 

Shri Jagdish Behari 

. 2 

25 

50 

Shri Gokal Chand Jain 

— 

— 

100 

Custodian of Ev. Property (Khalifa Mohd. 




S2.diQ3 •• *• ■■ 

4 

50 

100 • 


16 

205 

1,000 
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In September, 1956, D.D.C. Ltd. declared the following dividends on 
its shares, 

(a) On Preference Shares for the last five years (1951 — 1955) @6%. 
(d) Ordinary Shares @6%. 

(c) Deferred Shares @6%. 

A sum of Rs. 3,73,473 was distributed by way of dividend. 

The Investing Public lost Rs. 82,266 by way of arrears of dividend on 
Preference Shares as the shares held by them were acquired by R. Dahnia 
before the declaration of dividend. 


Year in which the shares were No. ofPref. Arrears of Date of Amount of 

acquired by the D. J. Group • shares dividend dividend arrears of 

acquired per dividend lost 

annum by Inv, 

• Public 


1952 

671 

I year 

6% 

Rs 





4,026-0-0 

1954 

879 

3 years 

6% 

15,822-0-0 

1955 

462 

4 years 

6% 

11,088-0-0 

1956 

1,711 

5 years 

6% 

51,330-0-0 


3,723 


82,266-0-0 




CHAPTER VIll 


ACQUISITION OF SHARES BY SWADESH NIRMAN 

We will now examine the acquisition of the shares of D.D.C. by Swadesh 
Ninman Private - Ltd. The particulars are as follows; 

Swadesh Nirman Private Ltd., was incorporated as a private limited com- 
pany on 6th November 1956, withapaid^p capital ofRs. 50,000. 

On the very next day after its incorporation, i.e. on 7th November 1956, 
Swadesh Nirman Private Ltd., circulated a scheme under Section 395 of the 
Companies Act 1956, amongst the shareholders of D.D.C Ltd. The salient 
features of the scheme are; — 


Clause (//) 

(n) That Swadesh Nirman Private Ltd. made an offer to buy all the 
shares of Dalmia Dadri Cement Ltd. at the following rates; 

Rs. 105 for a Preference Share of Rs. 100 each fully paid. 

Rs. 35 for an Ordinaiy Share of Rs. 10 each fully paid. 

Rs. 3-8 for a Deferred Share of Re. I each fully paid. 

(b) The purchase consideration was to be paid in the form of three 
years Deposit, Receipts, carrying interest of 6% per annum. 

or 

(c) By allotment of the Preference Share of Rs. 2,500 each of 
Swadesh Nirman Private Ltd. in exchange of 25 fully paid-up 
Preference shares of Dalmia Dadri Cement Ltd., and one fully 
paid equity share of Rs. 2,500 each of Swadesh Nirman Private 
Ltd., for 250 fully paid-up Ordinary shares or 2,500 fully paid-up 
Deferred shares of D.D.C. Ltd. 


Clause (Hi) 

The shareholders should choose any of the above options and intimate 
the same while sending their approval. In case no such information 
is received, it will be deemed that they have chosen the option 
mentioned in sub-clause (H) (b) above, if the consideration sba^ 
be paid to them in the form of the above staled deposit receipts . 


Clause (iv) 

The shareholders of the Dalmia Dadri Cement Ltd., were required to 
communicate their decision within four ° 

scheme. Regarding dissenting shareholders as defined ^dion 3 
of the Companies Act, Swadesh Nirman Private Ltd ^ 

notice within two months m would be entitled and 

thereafter Swadesh Nirman Private Ltd 

bound to acquire shares on the terms on which the siia.es o. 
consenting shareholders were acquired. 


Clause (viii) „ . , . . 

Thai the paid-up capM of .he “'in a 

Rs. 50,000 and under the control ol capital 
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position to issue further shares of Rs. 4,50,000 only. In case it: 
was required to issue further shares pursuant to clause (/70 above,, 
it would do so either with the sanction of the Controller of Capital 
Issues or by lot of Rs. 5,00,000 yearly without sueh sanction. In 
that case the allotment of shares of Swadesh Nirman Private limited 
to the shareholders of Dalmia Dadri Cement Ltd. was to be made 
proportionately as and w'hen allotments were to be made. 

Clause (ix) 

It was mentioned that Sw^idesh Numan Private Ltd. had resources, 
to arrange funds for the payment in cash even to all the shareholders. 
ofDahnia Dadri Cement Ltd. if they so desire. 

Under the scheme Swadesh Nirman Private Ltd. acquired all the 100%. 
shares of D.D.C. Ltd. as set out below: 


(o) Under clause (/;) (c) of the Scheme 

Pref. 

Ordy, 

Defd. 

(1) South Asia Industries Ltd. 

(2) Bharat Union Agencies Ltd 

(3) Asia Udyog PvL Ltd. .... 

(4) Matra Bhumi Nirman Ltd. 

(5) Bharat Development Private Ltd. 

(6) R. Dalmia 

9,519 

5 

100 

1,18,692 

158 

91,100 

1,18,480 

28,000 

8,300 

2,170 

300 


9,524 

1,18,950 

2,48,350 

(6) Under clause (ii) (a) of the Scheme : 

- 



(1) Bharat Development (P) Ltd. 

— 

100 

100 

(c) Under clause (ii) (b) of the Scheme : 

Pref. 

Ordy. 

Defd. 

(1) Banarsi Dass Saraf 

(2) Sukhdai Devi 

(3) Ambaprasad Joshi 

(4) K. C. Jain Satyawadi 

(5) Jagdish Behari - 

(6) Gokalchand Jain • • 

(7) Custodian of Evacuee Property Re (Khahf 

Mohd. Sadiq) - • • • • 

(8) Rajasthan Udyog Ltd 

(9) GhetiDevi 

6 

4 

2 

4 

4 

75 

50 

5 

25 

50 . 

1,000 

500 

150- 

100 

~ 50 
100 

100 

550 


20 

1,205 

1,550 

Total of (a), (b) and (c) • • 

9,544 

1,20,255 

2,50,000 


Nirman Private Limited at that time %*ere under 


R. Dalmia. 


According to the terms of the scheme, the f ™ ““Pfmah Privat 
surrendered the shares were entitled to the J 1? A^SmMt of 

Limited asshoivn in a statement that, was attached to the Statement 

Matters. 
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On 27th May 1957, Swadesh Nirmaa Private Limited allotted 72 Pre- 
-ference shares and 108 equity shares to the following: 


Pref. Equity 


South Asia Industries Ltd 72 6 

Bharat Union Agencies Ltd. — 87 

G. Ramachandran on behalf of Asia Udyog Ltd. . . — ’ II 

K. L. Gulati on behalf of Matra Bhoomi Nirman 

Private Ltd. — 3 

Bharat Development Private Ltd. — 1 


Total .. 72 108 


Swadesh Nirman Private Limited on that day had yet to allot 308 Pre- 
ference shares and 465 Ordinary shares of Rs. 2,500 each to South Asia 
Industries Limited and Bharat Union Agencies Limited as shown in the 
statement. This allotment would have taken another 4 years because under 
the Capital Issues Control Act, Swadesh Nirman Private Limited could not 
allot shares of the face value of more than Rs. 5 lakhs per annum. 

R. Dalmia was not only the sole beneficiary but was also in effective 
control of Swadesh Nirman Private Limited because; 

(a) The promoters of Swadesh Nirman except M. L. Sodhani, were 
employees of the companies under the control of R. Dalmia, 

(b) These persons were under the influence of R. Dalmia and were 
not in a position to act independently. 

(c) Under the scheme, an option was given to the companies to 
receive payment in cash or by way of shares of Swadesh Nirman 
-Private Ltd. This shows that Swadesh Nirman Private Limited, 
if necessary, had to arrange and invest up to Rs. 60 lakhs. 
Neither the Promoters of Swadesh Nirman Private Ltd. nor that ‘ 
company have such large financial resources. 

{d) The fact that the companies under the control of R._ Dalmia,'' 
viz., South Asia Industries, Bharat Union Agencies Ltd. 
surrendered the shares and did not demand payment in cash 
but accepted instead scripts of the Swadesh Nirman Private 
Limited shows that Swadesh Nirman Private Ltd., was an 
R. Dalmia concern under the control of R. Dalmia. 

(e) The fact that the R. Dalmia companies opted for the allotment 
of shares of Swadesh Nirman Private Ltd., as per clause (i7) (c) 
of the Scheme and did not opt for the alternative offer of 
Rs, 35 for every ordinary share of Rs. 10 each and Rs. 3-8 for 
every deferred share of Re. 1 each in cash showed that Swadesh 
Nirman Private Limited was one of the concerns of R. Dalmia. 

It made no difference to R. Dalmia whether the shares of 
D.D.C. Ltd., were held by Swadesh Nirman Private Ltd. or any 
of his other concerns. 

(f) The fact that all the shares were surrendered within 18 days 
from the date of the issue of the scheme mostly in exchange for 
the shares and Deposit Receipts of Swadesh Nirman Private 
Limited show that Swadesh Nirman was an R. Dalmia concern. 
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{g) Swadesh Nirman Private Limited later loaned the shares of 
D.D.C. Ltd., to R. Dalmia and the companies controlled by him 
as detailed below to enable those parties to borrow funds on the 
securities of these shares. 

(/) Loan of 19,000 Deferred shares of Re; 1 each to R. Dalmia 
approved at the Directors meeting held on 18th January 
1957. 

(//) Loan of 8,000 ordinary shares of Rs. 10 each to South Asia 
Industries Private Ltd. approved at the Directors meeting on 
18 th January, 1957. 

{Hi) Loan of 23,950 Ordinary shares to M/s Dalmia Dadri Cement 
Limited for purposes of pledging them as security with any 
bank or otherwise against the loan required by them and 
approved on 18-12-1956. 

A company does not normally part with its valuable securities for being 
pledged to outsiders even though they may be substantial shareholders. 
The fact that such shares were loaned by Swadesh Nirman Private Ltd. as 
above shows that it was a concern under the effective control of R; Dalmia. 

Qi) A. R. Dalmia was the principal beneficiary of South Asia 
Industries Ltd., Bharat Union Agencies limited, Asia Udyog 
Ltd. and was also the sole beneficiary of Swadesh Nirman 
Private Limited, it made no difference to him whether the 
shares of D.D.C. Ltd., were held by South Asia Industries or 
Bharat Union Agencies Limited or Asia Udyog Limited or all 
the three companies or Swadesh Nirman Private Limited. 

(/) On 30th' September, 1958 ' Shri Ved Vyas, Counsel for Dalmia 
Dadri Cement Ltd. stated before the Commission that 
R, Dalmia now owned all the shares in D.D.C. Ltd. 

Swadesh Nirman Private Ltd. went into liquidation on 29th September, 
1959. (Exs. 628 & 542/P. 81). 

On 24-11-59 a summons was issued to R. D. Aggarwal Liquidator of 
Swadesh Nirman Private Ltd. to produce its books of accounts before the 
Commission. , 

The liquidator did not produce the books. • 



CHAPTER IX 


GAINS BY R. DALMIA 

We tura now to the gains by R. Dalmia. They are as follows:— 

Under the Articles of Associations of D.D.C. Ltd. the Preference 
Shareholders were not entitled to the Surplus in case of the repayment of 
Capital. The Surplus over the paid-up capital would only be available to 
the Ordinary and Deferred shareholders. 

The break down value of the Ordinary and Deferred shares on the basis 
of the net worth of Assets of D.D.C. as disclosed by its Balance Sheets for 
the years 1951 to 1954 would, at its lowest, be as follows: 


Ordinary Defd. 

On the basis of the Balance sheet as at shares of shares of 

Rs. 10 Re. 1 

each each 


Rs, Rs. 

31st December, 1951 20 2 

31st December, 1952 .. .. 21 2, 

31st December, 1953 30 3 

31st December, 1954 33 3 


R. Dalmia was the sole beneficiary of the following Companies at the 
time when the shares of D.D.C. Ltd. were acquired by him during 1952 
to 1956. 

1. D.C.P.M. 

■» 

2. Asia Udyog Ltd. 

3. Bharat Union Agencies Ltd. 

R. Dalmia was thus benefited by at least Rs. 10,93,988 as set out 
below: 

(a) In acquiring 43,762 Ordinary shares as per Ann.. .D 9,17,402 

(b) In acquiring 91 ,730 Deferred shares as per Ann . . .E .. . . .. 1 ,76.586 

Total 10,93,988 
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CHAPTER X 

INVESTMENT IN SHARES 


As regards the investment of shares the case of Shanti Prasad Jain is 
that he ceased to be a director of D.D.C, Ltd., in 1947 and that the D. J. 
-Group ceased to exist after 31-5-48. He said that the investments prior 
to 31-5-48 were sound and were made in good faith. He said that he had 
-no responsibility for the subsequent investments. 

The plea of J. Dalmia is similar except that he admitted that he 
•continued to be a director of D.D.C, Limited till March, 1950. 

Both of them say that Bharat Ayurvedic Pharmacy Ltd. was not a 
■concern of the D. J. Group; nor under its control. We therefore exclude 
the investments made by D.D.C. in this company from our consideration. 

The remaining investments were made with the objects set out in the 
Statements of Matters. It will be clear from the statements of some of the 
directors that the investments were made at the instance by the managing 
agents and R. Dalmia and J, Dalmia. 

M. L. Raizada in his written statement has stated — 

“The matter of investment in shares is one which can be decided 
only by Manning agents on whom rests the responsibility to 
employ surplus funds to the best advantage of the company. 
That I do not remember to have ever attended any meeting m 
which the matter of investment in shares was discussed”. 

“As already submitted it was for the Managing Ageats to employ 
the funds of the company to the best advantage of the company, 
and as such experienced men in the share line were at the helm 
of affairs and they decided the investment policy over the head 
of the directors, the directors had no say in the matter.” 

“As regards investments in shares of D.C.P.M. on 30-9-52 and in 
shares of Jaipur Udyog Ltd., on 30-11-53, 30-6-55 and 
14-10-55, they relate to a period when I was not even a Director 
of the Company.” 

According to him the affairs were controlled by Managing Agents .and 
particularly by R. Dalmia and J. Damia. 


J. M. Gupta says. 


..I am not responsible for any of the intcr-company invest- 
ments. I can state most definitely that I had no personal 
interest in the matter. I was no party to any transaction 
which on the face of it, might appear to be unsatisfactory' from 
the point of view of the company. 


I am not aware of the purchase of any shares of D. J. Ariation Ltd. 
on or about the 30th April, 1952. I .u-as no party to any su^ 
purchase. Nor was I concerned wth the purchase of 6 m 
Preference shares of D.C.P.M., Ltd. on or about 30-9-1952. 
So far as I can recollect, the said purchases were newr brought 
up before a meeting of the Board attended by me. 
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M. P. Sharma was a Director of D.D.C. from 21-5-54 to 30-3-1956. 
He has not justified the investments. His plea is that he acted according to 
the orders of his superior officers. . 

We will now give the details of these investments. 

Dalmia Dadri Cement Ltd., a Public limited company in which the 
investing public were interested purchased the shares of the following com- 
panies in which R. Dalmia was mainly .interested in disregard of honest 
commercial practice. 

(a) Rohtas Industries Lid. 

On 31st January, 1949, 675 Preference shares of Rohtas. 
Industries Ltd. @ Rs. 100 each from Dadri Marketing Com- 
pany Limited. 

(/?) Sir Shapurji Broacha Mills Ltd. 

On 31st July 1949, 2,700 Conversion shares of S.S.B. Mills. 
Ltd., of Rs. 100 each at Rs. 290 from Dadri Marketing Co.. 
Ltd. 

(c) Dalmia Jain Aviation Ltd. 

(i) On 31st July 1950, 30,000 Ordinary shares of D. J.. 
Aviation from D.C.P.M. for Rs. 3,00,000. . 

(ii) 'On 30th April, 1952, 2,13,500 shares of D. J. Aviatioa- 
from Rashtriya Agencies Xtd., for Rs. 21,35,000. 


{d) Dalmia Cemeitt and Paper Marketing Co. Ltd. 


Date of Purchase 



No. of 
Pref. 
shares 

Rate 

Amount 

Prior to January, 1948 

. . . .i 

. . 

830 

15,000 

1,24,500 

31-10-1950 - ~ 

<.V V 

. • 

i,282 

5,677 

2,99,850 

30-9-1952 

. . 

•• 

6,400 

9,400 

6,01,600 




12,512 


10,25,950 

(e) Jaipur Udyog 

Limited. 






No. of 



From 

whom 

Date of Purchase 

Ordy. shares; 

Rate 

Amount 

purchased 


Rs. 

Rs. 

Rs. 



20-11-51 - 

60,000. 

10 

6,00,000 

Jaipur Traders Ltd. 





Premier Trading Corpn. 





Ltd. 


30-11-53 

50,000 

10 

5,00,000 

Asia Udyog 

Ltd. 

30-6-55 

2,50,000 

10 

25,00,000 

South Asia Industries Ltd. 

14-10-55 

50,000 ■ 

10/8/- 

5,25,000 

South Asia 

Industries 





Ltd. 



Other purchases were as per next page. 



, j. Group of Companies. 
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These transactions were not effected in good faith for the reasons set 
out below: 

(a) These investments were not in the interest of D.D.C. Limited; 

(b) They cannot be justified on any normal business ground; 

(c) They were made to ultimately benefit R. Dalmia and to enable 
him to retain control of the companies in the shares of which 
the money was invested. 

(d) Though some of the above shares were purchased by D.D.C. 
Ltd,, and retained for a long period still they were not registered 
in its name, 

(e) The same shares were purchased at varying rates at short 
intervals; 

(f) No dividend was received on these shares except on Bharat 

Insurance Co,, Rohtas Industries, S,S,B, Mills Limited and 
Jaipur Udyog Ltd,; 

(g) In any case, it was not the normal business of D.D,C. a cement 
manufacturing company, to buy and sell shares; 

(h) On the resale of these shares D,D,C, suffered a net loss of 
-Rs. 72,910/4; and 

■ (i) R. Dalmia did not declare any dividend during the years 19.51 — 54 
and the available funds were invested in the shares of sister 
companies. 

The objects were: — 

(a) To use the funds of the public limited company, D,D.C, for the 
ultimate benefit of R, Dalmia ’ and his concerns. 

(b) To adjust by book entries the debit balance of R. Dalmia com- 
panies (mostly private) by purported purchases of investments 
at prices to suit R. Dalmia. 

(c) To enable R. Dalmia to retain control over the companies 

in the shares of which the money was invested, by D.D.C. Ltd. 

Loss to D.D.C. Ltd.: — 

(a) The net loss on re-sale of these shares was Rs, 72,910-4-0., 

(b) The loss to D.D.C, Ltd. was also the loss of interest amounting 
to Rs. 3,78,897. 

The gain to the D. J. Group was the continued use of funds of public 
companies which enabled it to retain control of the sister companies. In this 
case, R. Dalmia used the funds of . D.D.C. Ltd. ranging from Rs. 6,86,150 
to Rs. 33,86,560. 

R, Dalmia also gained as follows: — 

(a) Net gain on re-sale Rs. 72,910. 

(b) Gain by way of interest Rs. 3,78,897. 

Particulars re : Rohtas Industries Ltd. 

1, It was an R. Dalmia concern. 
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2. The 675 shares purchased at Rs. 100 per share on or about 31st 
January, 1949, were sold between 29th November and 6th Decem- 
ber, 1950 @ Rs. 52 per share i.e. for Rs. 35,100. 

3. Dalmia Dadri Cement Ltd. suffered a loss of Rs. 32,400 on this 
deal. 

4. Dalmia Dadri Cement Ltd. retained these shares for 22 months and 
received a dividend of only Rs. 2,868-12-0 which work out to 2.3%. 

Particulars re: Sir Shapurji Broacha Mills Ltd, 

1. At that lime S.S.B. Mills Ltd., was an R. Dalmia concern. 

2. On or about 31st July, 1949, D.D.C. Ltd. was made to purchase 
from Dadri Marketing Co. Ltd. 2,700 conversion shares of S.S.B. 
Mills Ltd. of Rs. 100 each at the rate of Rs. 290 per share. 
i.e. for Rs. 7,83,000. The rate of Rs. 290 per share was higher 
than the rate of Rs. 200 per share at which D. J. Airways pur- 
chased from D.C.P.M. 

3. Dadri Marketing Co. Ltd. was acting as selling agents of D.D.C. 
Ltd. On 3Ist July, 1949, a sum of Rs. 7,78.682 was due by Dadri 
Marketing Co. Ltd. to D.D.C. Ltd. 

4. R. Dalmia was interested in Dadri Marketing Co. Ltd. The amount 
of Rs. 7,83,000 was credited to the account of Dadri Marketing 
Co. Ltd., against the amount of Rs.,, 7,78,682 due from it. 

5. Vishnu Kumar, Secretary of D.D.C. Ltd., was one of the Directors 
of Dadri Marketing Co. Ltd. 

6. By paying a higher rate of Rs. 90 per* share Dadri Marketing • 
Co. Ltd. was benefited to the extent of Rs. 2,43,000 in this deal 
to the detriment of the shareholders of D.D.C. Ltd, 

7. M. L. Raizada and J. Dalmia, Directors of D.D.C. Ltd. were also 
the Directors of S.S.B. Mills Ltd. 

8. The price of Rs. 290 at which D.D.C. Ltd. was made to purchase 
these shares included the premium paid for the Managing Agency 
rights and R. Dalmia was aware of this position. 

9. Sir Shapurji Broacha Mills Ltd., paid Rs. 1,02,20,000 by way of 
compensation to its Selling and Managing Agents. 

10. S.S.B. Mills Ltd. went into voluntary liquidation on 31-12-1951. 

11. D.D.C. Ltd. received Rs. 4,92,750 as follows by way of return 
of capital in respect of 2,700 Conversion shares held by it from the 
liquidators of S.S.B. Mills Ltd. between December 1952 to July 
1953:— 

31-12-1952. Two Inmdies for Rs. 1,68,750 and Rs. 2,70,000 on 
D.C.P.M. The amount of Rs. 4,38.750 w.is debited 
to the account of D.C.P.M. in the books of D.D.C. 
Ltd. 

31-7-1953. A demand Draft for Rs. 54,000 from South Asia 
Industries Ltd. This Demand Draft was sent to Bharat 
Union Agencies Ltd. for collection. The amount of 
Rs. 54,000 was debited to the B.U.A. account in the 
books of D.D.C. Ltd. 
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12. Dalmia Dadri Gement Ltd., therefore, suffered a loss -of 
Rs. 2,90,250 (Rs. 7,83,000 minus Rs. 4,92,750) on this deal. 

13. This loss was transferred to Dadri Marketing Co. Ltd. on 31-7-1953. 

14. On Rs. 7,83,000 invested in the shares of S.S.B. Mills Ltd. for 41 
months (from 31-1-1949 to 31-12-1952) D.D.C. Ltd. received only 
Rs. 54,000 by way of dividend which works out to 1 .9 %. 

Particulars re: D. J. Aviation Ltd. 

1. It was a D. J. Group concern. 

2. In or about 31st July, 1950, D.D.C. purchased 30,000 shares of D. J. 
Aviation from D.C.P.M. at Rs. 10 per share. The purchase price of 
Rs. 3 lacs was credited to the account of Dadri Marketing Ltd. the selling 
agents of D.D.C. Ltd. instead of being paid to D.C.P.M. 

3. On 31-7-1950, a sum of Rs. 10,90,875 was due by Dadri Market- 
ing to D.D.C. Ltd. This indebtedness was reduced to the extent of Rs. 3 
lacs by the purchase of the shares of D. J. Aviation. On the same day the 
shares of Edward Keventer(s) of the value of Rs. 12,000 were also 
purchased. This brought down the indebtedness by Rs. 4,22,000 to 
Rs. 6,68,875. 

4. On or about 30th April, 1952, D.D.C. Ltd. further purchased 
2,13,500 ordinary shares of D. J. Aviation Ltd. from Rashtriya Agencies 
Ltd. at Rs. 10 per share. Instead of making the payment ofRs. 21,35,000 
to Rashtriya Agencies Ltd. the amount of Rs. 21,35,000 was credited to 
the account of D.C.P.M. in the books of D.D.C. Ltd. D.C.P.M. at that time 
was acting as the selling agents of D.D.C. Ltd. and a sum of Rs. 19,60,291 
was due by D.C.P.M. to D.D.C. Ltd. 

5. The paid-up capital of D. J. Aviation was Rs. 1 crore but it was 
represented mostly by the advances to D.C.P.M. and investments in the 
-shares of sister companies. 

6. Its income during the years ending 31st July 1949, 1950 and 1951 was 
.as follows: — 

(a) 3Ist July, 1949 

By way of interest Rs. 1,45,332-10-0 

(b) 31st July, 1950 

B}^ way of interest ■ Rs. 1,97,516-1-0 

(c) 31st July, 1951 

By way of interest and Rs. 1,62,366-1 1-3 

' dividend 

7. D. J. Aviation Ltd. did no air business. 

8. It had no future prospects., 

9. D. J. Aviation had not declared any dividend on its ordmar>' shares 
from the date of its incorporation- 

10. Shital Prasad Jain, a Director of D.D.C. Ltd. was closely connected 
■with D. J. Aviation and was aware of its financial position and the fact that 
•it had no future prospects. 
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11. Manmohan Lai Raizada was a common Director of D.D.C. Ltd*- 
and Dalmia Jain Aviation. 

12. 2,43,500 shares of D. J. Aviation held by D.D.C. Ltd. were sold 
as follows: — 

(a) On 28-2-1953, 1,23,500 shares to Bharat Union Agencies Ltd. 
The Payment of Rs. 12,35,000 was made by B.U.A. Ltd. by a 
himdi in favour of D.D.C. Ltd. on the Dadri Marketing Ltd. 
The amount of Rs. 12,35,000 was, therefore, debited to the 
account of Dadri Marketing Ltd. in the books of D.D.C. Ltd. 
It was out of this amount and other debits of Dadri Marketing 
Ltd. that the payment of Rs. 18 lacs was made to Allenberry on 
30th April, 1953. 

(b) On 30th November, 1953, D.D.C. Ltd, sold 1,20,000 shares to 
Govan Brothers Ltd. for a sum of Rs. 12 lacs. The amount 
of Rs. 12 lacs was debited to the account of Govan Brothers Ltd. 
in the books of D.D.C. Ltd. This amount of Rs. 12 lacs was 
later advanced to Jaipur Udyog Ltd, 

13. On the amount of Rs. 24,35,000 invested in the shares of D. J. 
Aviation no dividend was received, thus R. Dalmia had the use of this 
amount free of interest. 

14. The shares of D. J. Aviation were not quoted on any stock exchange, 
and the company had no reserves. 

Particulars re: D.C.P.M. 

1. It was a R. Dalmia concern at all relevant times. 

2. 830 Preference shares of D.C.P.M, were purchased prior to January 
1948 at Rs. 150 per share for Rs. 1,24,500. 

3. On or about 31st October, 1950, 5,282 Preference shares of 
D.C.P.M. were purchased by D.D.C. Ltd. from Govan Brothers Ltd. at 
Rs. 56.77 per share. The purchase price of Rs. 2,99,850 was credited 
to the Dadri Marketing Ltd. which company was acting as the selling agents 
of D.D.C. Ltd. 

4. This lot of 5,282 shares was sold as follows: — 

(i) On 28th February 1951, 4,600 Preference shares were sold at 

Rs. 50 per share through D.C.P.M. The sale considerations 
of Rs, 2,30,000 was debited to Dadri Marketing Ltd. D.D.C.. 
suffered a loss of Rs. 31,134 on this deal. 

(ii) The balance of 682 shares was sold on or about 31st December 

1951 through D.C.P.M. and the sale coirsidcralion of 
Rs. 38,716 was debited to the account of D.C.P.M, 

5. On or about 30th September, 1952, 6,400 Preference shares of 
D.C.P.M. were purchased by D.D.C. Ltd., from V. V. Ltd., at Rs. 94 per 
share. 

6. Three months later, the same block of shares was sold to Rashtriya 
Agencies Ltd. at Rs. 100 per share and thus a profit of Rs. 38,400 was 
shown in the books of D.D.C. Ltd. The purchase price of Rs. 6,01,600 
was credited to the account of V. V. Ltd. and the sale consideration of 
6,40,000 was debited to»the account of Rashtriya Agencies Ltd. in the books 
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Ltd. The amount payable by D.D.C. Ltd., to V. V. Ltd., was set 
-oil against the amount receivable from Rashtriya Agencies Ltd. 

7. Shital Prasad Jain was at that time a common Director of Govan 

Brothers Ltd., and D.D.C. Ltd. He was also the principal executive of 
D.C.P.M. . . 

8. R. Dalmia was the sole beneficiary of V. V. Ltd., and a common 
Director of V. V. Ltd., and D.D.C. Ltd. 

9. The Financial position of D.C.P.M. did not warrant the investment of 
such large amounts in its shares by D.D.C. Ltd., a public limited company 

10. The dividend on ordinary shares had not been declared for many 
years. Its shares were not quoted on the stock exchange. 

11. Dividend on Preference shares of D.C.P.M. were in arrears for 8 
years. 

12. On or about 10th April, 1952, D.C.P.M. was converted into a 
private limited company. 

Particulars re: Jaipur Udyog Ltd. 

1. It was a private limited company under the control of D. J. Group. 

2. In or about November, 1951, D.D.C. Ltd. purchased 60,000 shares of 
Jaipur Udyog Ltd. of Rs. 10 per share from the following: — 

Rs. 

Jaipur Traders Ltd 9,900 

Jaipur Agencies Ltd. 100 

Premier Transport Corpn. Ltd 50,000 

60,000 


The purchase price of Rs. 6 lacs instead of being paid to the respective 
■companies, was credited to the account of D.C.P.M. Ltd. in the books of 
D.D.C. Ltd. 

3. On or about 30th November, 1953, 50,000 shares of Jaipur Udyog 

Ltd. were further purchased by D.D.C. Ltd. at Rs. 10 per share. The pur- 
'Chase price of Rs. 5 lacs was credited to the account of Asia Udyog Ltd. 

4. Again on 30th June, 1955, 2,50,000 ordinary shares of Jaipur Udyog 
Ltd. were further purchased by D.D.C. Ltd. from South Asia Industries Ltd. 
for a suih of Rs. 25 lacs. 

The amount of Rs. 25 lacs payable Fto South Asia Industries Ltd. was 
credited to clear the amount of Rs. 25 lacs due from Rajasthan Udyog Ltd. 

5. Out of the lot of 3,60,000 shares of Jaipur Udyog Limited, on or 
•about 31st August, 1955, D.C.P.M. sold 3 lacs ordinary' shares of Jaipur 
Udyog Limited for a sum of Rs. 30 lacs. The amount of Rs. 30 lakhs was 
•debited to the account of Asia Udyog Limited in the books of D.D.C. Ltd. 

1^6. In 1955, -Asia Udyog Limited was acting as the selling agents of 
D.D.C, Limited. On or about 14th October,1955, D.D.C. Ltd, purchased 
a further 50,000 shares for Rs. 5,25,000 from South Asia Industries 
Limited. The amount was credited to the South Asia Industries Ltd. 
Towards the payment of Rs. 5,25,000 a hwidi was drawn by D.D.C. on Asia 
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Udyog Limited in favour of South Asia Industries Limited. The amount of 
the hmdi was credited in the books of D.D.C. Limited. 

7. D. A. Patel and S. N. Dudani were common directors of Jaipur 
Udyog Limited and D.D.Cj Limited. S. N. Dudani was Secretary of Asia 
Udyog Limited. 

8. In December 1955 D.D.C. Ltd. received Rs. 82,500 by way of 
dividend on 1,10,000 shares of Jaipur Udyog Ltd. held by it. 

Particulars re: Bharat Insurance Company Ltd. 

1. Bharat Insurance Ltd., was a company under the control of the D. J. 
Group. 

2. Dalmia Dadri Cement Ltd., purchased the following shares of Bharat 
Insurance Co. Ltd. 


Date of purchase 

From Whom 
purchased 

No. of 
shares 

Rate 

Rs, 

Amount 

Rs. 

1-1-48 


520 

125 

65,000 

3}-10-48 

(Rajputana Inv. 

135 

125; 

16,875* 


Ltd.) 




16-2-50 

Do. 

200 

30 

6,000* 



855 


87,875 

‘Amount credited to Rajputana Investment Ltd. 




3. Dalmia Dadri Cement Ltd. sold the above shares as follows:- 

— 

Date of Sale 

To whom sold 

No. of 

Rate 

Amount 



shares 

Rs. 

Rs. 

31-10-1948 

(Rajputana Inv. 

245 

125 

30,625-0-0* 


Ltd.) 




17-10-1951 .. 

(H. S. Mehta & Co) 

610 

29-14-0 

18,223-12-0- 


Share Broker 






855 


48,848-12-0 


*Atnount debited to Rajputana Investment Ltd. 

4. Dalmia Dadri Cement Ltd. made a loss of Rs. 39,026-4-0- on this 
deal. 

5. Rs. 11,039-15-0 were received by way of dividends by D.D.C. Ltd. 

6. At that time R. Dalmia was- the Chairman of Bharat Insurance Com- 
pany Ltd. 

Particulars rc: Dalmia Jain Airways Ltd, 

1, In February, 1952, Dalmia Dadri Cement Ltd., purchased 2,80,000 
shares of D. J. Airways Ltd., a D. J. Group Concern, <®Rs. 2-4-0 per 
share and sold the same lot to D.C.P.M. after six @ Rs. 2-4-6 per share 
and thus made a profit of Rs. 8,750. 

2. Sbital Prasad Jain was a common Director, y/r„ Director of D.J.A 
and D.D.C. Ltd. 
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3. D. J. Airways had never declared any dividend from the date of its 
incorporation. 

4. The financial position of D. J. Airways did not justify investment in 
its shares by D.D.C. Ltd. 

Further Particulars 

1. D.D.C. Ltd. invested its funds in the shares of Edward Kevchter(s) 
Ltd., Kharakhari Coal Co. Ltd., Bharat Fire & Government Insurance Ltd., 
Dadri Marketing Ltd., Maheshpur Collieries Ltd., Pepsu Trading Co. Ltd., 
which at that time were under the control of R. Dalraia. 

► -2, No dividend was received by Dalmia Dadri Cement Ltd. on the above 
shares. 

3. The following table shows the amount invested by Dahnia Dadri 
Cement in the shares of sister companies and the percentage on the paid-up 
Capital, and the actual dividend income earned during the years 
1948—1955: 


Amount Percentage 
invested to the paid- Dividend 
For the year ending in shares of up income 

the sister capital 
companies 


31st December, 1948 

6,86,150 

28 -5% 

Nil 

31st December, 1949 

9,29,150 

38-2% 

37,249 

31st December, 1950 . . 

15,69,500 

65 -2% 

1,830 

31st December, 1951 

18,12,400 

75-2% 

28,830 

31st December, 1952 .. 

33,86,650 

140 -7% 

Nil 

31st December, 1953 

11,00,000 

45 -7% 

Nil 

31st December, 1954 

11,00,000 

45-7% 

Nil 

31st December, 1955 

12.25,000 

50-8% 

82,500 


Total . . 1 ,50,409 


4. The net loss on the resale of shares against to Rs. 72,910-4-0 as 
follows : — 


Year ending 31s/ December 1950 

On Rohtas Industries Shares ^ ^ 

On Bharat Ayurvedic Pharmacy Ltd. shares^ 

Year ending 31 5/ December 1951 

On Bharat Ins. Co. Ltd. shares . . » — 

On D.C.P.M. shares ^ 


« Rs. 

32,400 

17,500 49,900 


... 39,026-4-0 . 

.. 31,134-0-0 70,160-4-0 


Total Loss 


120,060-4-0 


Less profit made in the year ending 31-12-52 
On D.C.P.M. Shares ^ 

On D. J, Ainvays Shares ... 


38,400 

8,750 47,150 


Net Loss to D.D.C. Ltd. 


72,910-4-0 
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5. Loss by way of interests to D.D.C. Ltd. amounts to Rs. 3,78,897 as 
set out below; — 


The amount invested in shares of joint stock 
Companies by D, D. C. Ltd. during 1948 to 1955 @ 41% 


would have given interest of 5,29,306 

Less Actual income by way of dividend 1,50,409 


3,78,897 

Loss by way of interest to D. D. C. Ltd. 

Persons Responsible; 

(a) Primarily the Directors of D.D.C. Ltd. tvr., 

M. L. Raizada 

N. C. Roy 
J. Dalmia 
M. P. Modi 
Shital Prasad Jain 
V. S. Chordia 

J. M. Gupta 

R. Dalmia 

S. K, Sanghi 
S. N. Dudani 
R. P. Gurha 
D. A. Patel 
R. D. Dalmia 
M. P. Sharma 

(b) Except R. Dalmia and J. Dalmia and Sliilal Prasad Jain, the 
others were either dummies or subservient to R. Dalmia. The 
person really responsible was R. Dalmia. 


MlOCLA/62-27 




CHAPTER XI 

INTER-COMPANY INVESTMENTS 

Dalmia Dadri Cement Limited invested the following amounts in the 
shares of companies that were under the control of R. Dalmia and in which 
R. Dalmia was mainly interested at that time for the use and benefit of 
his concerns. 


For the year ending 

Value of 
investment 
held 

31st December, 1948 

6,86,150 

31st December, 1949 

9,29,150 

31st December, 1950 

15,69,500 

31st December, 1951 

18,12,400 

31st December, 1952 

33,86,650 

31st December, 1953 

11,00,000 

31st December, 1954 

11,00,000 

31st December, 1955 

12,25,000 


This is another instance of the pattern followed by R. Dalmia of using 
the Ainds of a public limited company for retaining the control of his 
private limited and other companies in which he was mainly interested. 
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CHAPTER XII 

INTER-COMPANY TRANSFERS 

D.D.C. Limited, granted loans to the following two private limited com- 
panies in which R. Dalmia was substantially interested at that time, for the 
use and benefit of his concerns. 

(a) a loan of Rs. 18,00,000 to Ailenberry and Co. Ltd,, a private 
limi ted company of the D, J. Group in April 1953. 

(b) a loan of Rs. 12,00,000 to Jaipur Udyog Ltd. a Tprivate com- 
pany under the control of the D. J. Group on the 14th Decem- 
ber, 1953. This was in contravention of Section 36-D of the 
Indian Companies Act, 1913. 

(c) a loan of Rs. 25,00,000 to Rajasthan Udyog limited, a private 

limited company under the control of the D. J. Group on 19th 
November, 1954. 

We have already dealt with these earlier. As we are asked under our 
terms of reference to deal with the inter-company transfers we list them 
here. 


(VIVIAN BOSE) (V. R. SEN) 
New Delhi New Delhi 

15-6-62 15-6-62 


(N.R. MODY) (S. C. CHAUDHURI) 
Bombay New Delhi 

16-6-62 15-6-62 
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INQUIRY AND RECOMMENDATIONS 

The Commission of Inquiry appointed under S.R.O. 2993 of lltli 
December, 1956, submitted its Report on the Investigation part to the Central 
Government on 18th June, 1962, covering items (1) to (9) and so much of item 
(10) of its Terms of Reference as related to any irregularities, frauds or breaches 
of trusts or action in disregard of honest commercial practices contraventions 
of any law (except contraventions in respect of which criminal proceedings 
were pending in a court of law) in respect of the companies and firms 
whose affairs were investigated by the Commission which came to the knowledge 
of the Commission. It was permitted under S.O, 1889 of 15th June, 1962, 
to report separately on the matters covered under item (10) as related to the 
action which, in the opinion of the Commission, should be taken to act as a 
preventive in future cases and the matters specified in paragraph (11). The 
said items, after eliminating the portion deleted by the Judgement of the Hon’ble 
Supreme Court dated 28th March, 1958, read as under ; 

“(10) and 

the action which in the opinion of the Commission should be 
taken to act as a preventive in future cases; 

(1 1) the measures which in the opinion of the Commission are necessary 
in order to ensure in the future the due and proper administration 
of the funds and assets of companies and firms in the interest of the 
investing public.” 

The Commission hereby submits its Report. 

Objects Clause of the Memorandum of Association 

2. It is a matter of common knowledge that it is customary to make the 
objects and purposes of a company’s memorandum as wide as possible in order 
to obviate applications to the Court when some new venture is contemplated. 
No objections can normally be taken to make the objects as wise in scope as pos- 
sible; but at the same time, this practice holds out ample opportunities for 
participating in activities which arc neither the main activities nor are ancillary 
thereto, but are very remote in character, and far rernoved from the principal 
and aiicillary objects for which a company has been incorporated. 

3. In case of a public company, which was before the Commission, 
it was incorporated primarily for the purpose of carrying on an Airline business, 
although it transpired that there was never any serious intention to do such 
business. The reason for the floating of this company in that form was that, 
at the particular time, airline business was very much in the public eye and 
there was a big demand for shares in such companies. It is significant that 
though the ostensible main business was given prominence in the Memorandum, 
the activities which the company intended to pursue, viz., business in all types 
of surplus motor vehicles and spare parts left by the American, fighting forces 
in India at the conclusion of the war, were mentioned in an omnibus, clause 
that spoke of humbler kinds of conveyance like ‘vehicles of all kinds’ along 
with ‘cycles, carriages and perambulators’. No one could have imagined 
by a simple statement in the Memorandum that the main business was that 
of dealing in motor vehicles and spare parts involving an outlay of almost 
Rupees 6 Crores, and the principal business was merely to be a small side 
show with an investment of about Rupees 22 lakhs only. Although in the 
prospectus for the issue of capital amounting to Rupees 320 laldis it was 
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disclosed that the company would be dealing in surplus vehicles and spare 
parts, “applications with full amount for about three crores” had already 
been received, according to a statement in the Prospectus. 

4. Several Committees have so far approached, from different points of 
view, the subject of the contents of the Memorandum of Association, parti- 
cularly the objects of a company stated therein. The Expert Committee on 
Company Law, generally known as the Bhabha Committee, considered the 
iquestion of imposing certain restrictions on the wide power taken by companies 
in their Memoranda to carry on every conceivable business, and though the 
Committee fuUy appreciated the necessity of restrictions, it v.'as unaWe to 
evolve a practical method to distinguish between the two types of businesses 
and to recommend the basis of an effective legal provision. The Committee 
however preferred to rely on the -responsible judgement of the management 
and the periodical vigilance of the shareholders. However, the ‘vigilance’ 
of the shareholders would ordinarily come into the picture when the company 
seeks to amend its objects clause, and rarely in cases is of utilizing wide 
powers taken in the Memorandum to participate in some other activity. 

5. In recent times, there have been instances where companies, have gone 
in for diversification and diversified their activities into lines other than the 
principal object or objects ancillary thereto. We are not necessarily con- 
demning diversification as such, and’feel that this tendency may largely be due 
to the system of inter-corporate taxation of dividends. In countries where 
inter-corpqrate taxation does not exist, the' tendency for a group is to form 
separate subsidiary companies under the main holding company; but this 
would prove to be far too expensive from the tax point of view in this country 
owing to dividends being taxed at each stage of its coiporate travel. - 

6. Nevertheless, we think that the shareholders should have some say 
in .the matter, and it is, therefore, recommended that— r 

(/) The Act should be suitably amended to provide that every company 
shall clearly state its purposes and objects under t\vo separate 
categories, viz., 

(cr) the principal and ancillary objects which the company intends 
at the time of its incorporation to pursue'; and 
(6) all other objects which are separate from the principal and ancill- 
ary ones mentioned in item (o) above. , 

(z7) A provision should be made in the Act to the effect that a company 
shall not engage itself in any activities coming within the scope of 
Clause (6) unless such activities are sanctioned by a special resolu- 
tion of the company in general meeting. 

Underwriting Commission 

7. The word “undenvriting” means that a person agrees to take up shares 
specified in the underwriting agreement, if the public or other persons fail to 
subscribe for them. Consideration for this contract takes the form of payment 
of commission whether or not the underw'riters are called upon to take up any 
shares. UnderwTiters are thus paid for the risks they expose themselves to 
in the placing of shares before the public. 

8. Section 76 of the Companies Act, 1956, empowers a company to pay 
commission on certain conditions to any person in consideration of : 

(o) his subscribing or agreeing to subscribe; or 
(Iz) his procuring or agreeing to procure subscriptions for any shares 
or debentures of the company- One of the conditions for such 
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payment' is that the amount or the percentage of the commission 
paid or agreed to be paid is disclosed, together wth the names 
of the underwriters, in the prospectus or in the statement in lieu 
of prospectus, as the case may be. 

9. An instance which came to the notice of the Commission in the course 
of its investigation was that of a company which acted as underwriters of a 
public company and the directors- of that public company had a major interest 
in the company which acted as underwriters for the issue of capital amounting 
to Rupees 310 lakhs. According to the disclosure made by the Directors 
themselves in the Prospectus, “applications with full amount for about tiirce 
crorcs” had already been received. The persons in control thus made to 
themselves a gift of about Rupees 8 lakhs in the sliapc of underwriting commis- 
sion at the cost of the investing public although the underwriter was not 
exposed to any risk in this instance. 

10. It is, therefore, recommended that — 

(0 The Commission shall not be paid to any persons on such shares or 
debentures as are actually subscribed for at the time of the filing 
of the company’s Prospectus or Statement in lieu of Prospectus. 

(//) A copy of the contract ctr agreement for the payment of the commis- 
sion shall be delivered to the Registrar simultaneously with tlic 
filing of the Prospectus or the Statement in lieu of Prospectus. 

Issue and allotment of shares in the names of fictitious or non-e.\istiag persons 

11. An instance came to the notice of the Commission where sliarcs of a 
public company to the extent of Rupees 16 lakhs were applied for on behalf 
of 114 non-existing shareholders. Although it cannot be staled that this 
practice is of widespread usage, still any instance of such practice sliould be 
dealt with severely. At one time the Commission thought tltai it might be 
possible to obtain application forms to be attested by a Magistrate or a Justice 
of the Peace or a Gazetted Officer of Government; but it was felt that this 
practice would result in inconvenience to genuine applicants and bring out. 
particularly within the confines of a small community, the private affairs of 
individuals. However, in order to eradicate such a practice, even though 
fortunately not widespread, it is recommended that — 

(0 A provision should be made in the Companies Act, whereby any 
person who, either makes an application to the company or other- 
wise induces the company to allot or transfer its shares in the 
names of fictitious or, non-existent persons, shall be punishable 
with imprisonment which may extend to five j’cars, 

(iV) Tlie penal provision suggested in item (0 above shall be inserted at a 
prominent place — 

(a) in every prospectus issued by a company; and 

(b) in every form of application for shares that is issued to any 
person. 
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filled in the transfer form. The advantage in giving such a blank 
deed is that the buyer will be at liberty either to sell it again without 
filling his name and signature to a subsequent buyer. In the latter 
case he can avoid the payment for the transfer stamp and new deed 
to the buyer. The process of purchase and sale can be repeated 
any number of times with the blank deed and ultimately when 
it reaches the hands of one who wants to retain the shares, he can 
fill in Jiis name and date and get it registered in the company’s 
books. For this ultimate transfer and registration, the first seller 
will be treated as the transferor, even if it happens years after his 
death. On such registration the last buyer will be recognised as 
a shareholder by the company and the other interv'ening parties 
being not such shareholders but only having had an equitable right 
in themselves, if they had so desired, to be registered as shareholders 
of the company.” 

It is the most common method adopted for share transfers in speculative dealings 
in this country, and all Stock Exchanges in this country recognise ‘blank 
transfer’ as a valid delivery. 

13. This widespread practice is no doubt based upon a variety of legiti- 
mate reasons and necessaiy business purposes. In the circumstances of this 
country, however, it has increasingly lent -itself to certain abuses, the most 
important of which are ; 

(d) concealment of the identity of the real beneficial owners behind 
their nominees; and 

(6) evasion of tax by suppression of ‘secret’ profits invested in holdings 
on blank transfers. 

14, In the course of this inquiry, instances have come to the notice of the 
Commission where with a view to achieve one or other object, individuals or 
limited companies resorted to the practice of holding shares on ‘blank transfers' 
registered in third party’s names. In certain cases this practice was adopted 
with a view to — 

(a) facilitate windo\\’-dressing of Balance Sheets of companies by 
reshuffling of shares held on ‘blank transfers’ between associated 
companies with the object of substituting inter-company loans and 
advances at the time of the closing of the accounts by investments ; 
and 

{b) bring into existence fictitious or ante-dated transactions in the books 
of companies in order to create fictitious losses in investments for 
the purpose of reducing the tajtable profits. 

15. As we have stated earlier, various Committees have considered tliis 
question, and some have gone to the extent of even recommending total aboli- 
tion of the ‘blank transfer’ system. The Commission, however, feels on 
a very careful consideration of this question that some remedial ineasures are 
necessary to meet the evils flowing out of the indiscriminate practice of blank 
transfers in this country. The Company Law Committee presided over by the. 
Rt, Hon. Lord Jenkins recently submitted its report in the United Kingdom 
and have recommended a procedure to enforce disclosure of the beneficial 
ownership of holdings. The Commission would favour a new provision to 
secure such a disclosure. 
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16. It is, therefore, recommended as under : — 

(0 A new provision should be made in the Companies Act, 1956, to 
adapt Section 308 read with Section 307 so as to — 

(a) require beneficial owners of 5% or more of the equity capital 
of a company or shares having the right to vote at general meet- 
ings, to notify to the company the extent of their holdings of 
all such shares; and 

(h) require such persons, so long, as they remain beneficial owners 
of 5 % or more of such shares, to notify to the company details 
of all transactions by them or on their behalf in such shares, 
within 15 days of such transactions coming to their knowledge. 

f{ii) The beneficial interests to be taken into account for the purposes 
of disclosure under the aforesaid new provisions should be confined 
to those shares which are held by a person or in trust for him, or 
of which he has any right to become the holder, whether on pay- 
ment or not. 

'(h’O The provision should not require a director who has disclosed his 
holdings under Section 308 to make any further disclosure in 
relation to that holding. 

i(/v) Provision for fine or imprisonment should be made [on the same 
line as in Section 308(3) of the Companies Act, 1956] for wilful 
failure of a person to notify his beneficial interests in shares to the 
company as envisaged by the new provision suggested in item (0 
above. 

'(v) The identity of the shareholders notifying the beneficial interest, 
the extent of their individual holdings of, and the transactions in, 
the types of shares referred to in item (/) above and the description 
and amount of such shares should be recorded by the company in 
a new register within 7 working days of notification to it. 

‘(v/) The company should be required to — 

. (a) keep open the new register for inspection by the same persons 
and on the same terms as its register of members; and 

(b) to make available to the public copies of the new register on the 
same terms as copies of the register of members. 

■(v/i) A return of all such disclosure of beneficial interests in holdings of 
and transactions in the shares, as recorded by the company, should 
be filed with the Registrar of Companies along with its Annual 
Return under Section 159 of the Companies Act, 1956. 

■(v;7j) Provision for penalty should also be made in respect of the company's 
default in complying with any of the rcguireraenls of the provisions 
suggested in items (v), (>7) and (vii) above on the lines of Sxtion 
307(8). 

(ix) The above requirements should not apply to holdings in a private 
company as defined in the Companies Act or should they affect 
the operation of Section 153. 

17. The present law no doubt provides for investigation of real ownership 
^f shares in certain circumstances, e.g.. Sections 247 and 248 of the Companies 
Act; but these Sections arc somewhat limited in character. 
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18. It is, therefore, recommended that — 

(0 Section 247 of the Companies Act, 1956, should be extended to- 
empower the Central Government to appoint an Inspector to 
investigate the ownership of the shares of a company when there 
.are circumstances suggesting to the Central Government that there 
may have been deliberate disregard of provisions for disclosure 
of ownership as suggested in item (i) of paragraph 16 above. 

(i7) Section 137 of the Income-tax Act, 1961, should be suitably amended 
to permit disclosure of such information as may be required by — 

(a) the concerned oflacer or Department of the Central Government 
for the purpose of investigation into the ownership of shares of 
a company under Sections 247 and. 248 of the Companies’ Act, 
1956; or 

(b) by a Court in connection with the prosecution of any person 
. arising out of any proceeding instituted under Section 621 of the 

Conipanies Act, 1956, read with the abpve proposed provision 
for fine or imprisonment for deliberate non-compliance of dis- 
closure of ownership as suggested in (i) of paragraph (16) above. 

19. Restrictions should be imposed relating to the period of currency 
of the blank transfers by making suitable statutory provisions with a view 
to permit shares being held on blank transfers only for a . limited period. 
In this cormection, we make the following broad recommendation, namely : — 

(i) to prescribe a form for execution of the instrument of transfer to be 

delivered to the company for having the transfer of shares regis- 
tered; 

(ii) the transfer forms should be in a standardised form as now obtaining 

in the case of listed securities in some of the Stock Exchanges in 
the country; 

(/») the application for registration of a transfer should be inade to a 
company by either the transferor or the transferee within a period of 
6 months from the date of issue of the transfer form as stamped 
on it in the case of listed securities and two months in the case 
of non-listed securities ; 

■ (iv) the aforesaid restrictions relating to the period of currency of the 
blank transfers, as mentioned above, should riot apply in cases where 
the shares are held by a company within the ambit of Section 49 
or where they are held in a fiduciary capacity or as security by a 
financial institution, provided that in the last case the shares should 
be in the name of the borrower with a blank- transfer executed in 
favour of the institution as security for the advance. 

(v) We strongly recommend reduction in the rate of stamp duty charge- 
able on the transfer of shares which, in our opinion, would operate 
as an incentive against keeping the transfers blank. We feel that 
the loss in revenue on this account may be more than made up by 
the volume of transfers as well as by the possibihty of reducing 
evasion in the matter of direct taxes. 

Dummy Directors 

20. Various cases have come to the notice of the Commission in the 
course of its investigation where dummy directors were put on the boards of 
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large companieL These directors were persons occupying subservient and 
minor positions in the various companies in the group. The extent of this 
can be noticed when stenotypists, typists and personal secretaries were made 
directors of large companies. The Commission is not canvassing a case 
against the appointment of directors who may be employees of companies, 
or for a prohibition against such practice. It is concerned only with persons 
in subservient positions, being placed on the board of directors, merely to 
carry out .the dictates and wishes of others having the controlling interest and 
remaining in the background, particularly when malpractices were involved. 
The concept of ‘deemed’ directors has already been introduced in the Companies’ 
Act, though in a few sections only, by using the following expression : — 

“persons in accordance with whose directions or instructions the board 
of directors of a company is accustomed to act.” 

This expression has been used in the Act mainly with a view to impose efiectivc 
restrictions on some special activities of directors and managing agents as 
in Sections 295, 369, 370 etc. The_ expression has also been introduced 
in Sections 162 and 538 with the object of casting on persons, who fall within 
the description, the responsibilities attached to directors under these provisions. 
The Act has rightly cast these responsibilities on persons who, though exercising 
full control over the affairs of a company, but by concealing their identity 
behind their dummies, otherwise escape the responsibilities attached to the 
office of a director. Time and again we have seen how the master-minds 
behind the malpractices kept in the background although they had planned 
and directed the strategy, but left the implementation only to the subordinates, 
who were thereby exposed to all the risks inherent in the adoption of such 
malpractices. 

21. The expression used in the existing provisions of the Act to cos’cr 
‘deemed’ directors appears, in our opinion, to have a limited scope, because 
a person will fall within this description only if the ‘board of directors’, which 
under Section 252(3) means the directors collectively, is accustomed to act in 
accordance with the directions. Thus, if a person acts through the majority 
of nominee directors on the board, but not all of them arc his nominees, it 
would appear that he may escape the mischief of the said provisions. Further- 
more, the question as to whether a person is acting in accordance with the 
directions or instructions of another or not, being a question of fact, it may not 
often be easy to prove this in respect of either all or even the majority of the 
directors on the board. 

22. It may be mentioned in this connection that the expression used in 
the different sections of the Companies’ Act to cover ‘deemed’ directors appears 
to have been adopted from the English Act, with the modification that it refers 
to the “board of directors” instead of “directors” as referred to in the English 
Act. The Bhabha Committee of 1952 suggested the use of the word “direc- 
tors” only and the reference to the word “directors” instead of “board of 
directors” in the description may be preferable, if thc_ enlargement of the 
penal provisions of the Act to in the ‘deemed’ directors is to be effective. 

23. The Jenkins Committee in suggesting that every company should 
have at least two directors, considered this problem, and tlic following is an 
extract from paragraph 25 of their Report : — 

' “Employees arc sometimes now appointed as second members and 
we recognise that, if our proposal is adopted, some employees maj' 
be pressed in future to accept appointment as second directors 
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without being informed of the responsibilities which this involves. 
This risk should, in our view, be accepted : the remedy is a wider 
realisation of the fact that the office of director carries responsi- 
bilities as well as prestige. To reduce the difficulties of enforce- 
ment we suggest that the Act should provide that the first two 
subscribers to the memorandum of association shall be deemed to 
be directors unless and until the company notifies the Registrar of 
the names of at least two directors.” 

24. However, some kind of legislative measure may be necessary in this 
country and it is therefore recommended that — 

the definition of “officer” contained in Section 2(30) should be expanded 
by the adding of a sub-clause {d) to include (as an officer) a person 
in accordance with those directions or instructions the directors 
of a company or any of them are accustomed to act, 

25. We now take up the question of absentee directors. It has also come 
to the notice of the Commission that certain directors resorted to the device 
of absenting themselves from board meetings at which questionable decisions 
had to be undertaken. Their defence was that since they did not attend the 
meeting, they were not responsible for the malpractices or for the decisions 
arrived at such meetings. The present provisions of the Companies’ Act 
regarding vacation of office due to absence from meetings are covered under 
Section 283 (1) (g), which lays down that a director will vacate his office if 
he absents himself for three consecutive meetings of the board of directors, or 
from aU meetings of the board for a continuous period of three months which- 
ever is longer, without obtaining leave of absence from the Board. It is, therefore, 
possible to have leave of absence from board meetings for periods longer than 
that contemplated by the Act. At the same time the Commission is conscious 
of the fact that a director may be absent due to genuine reasons, such as, 
prolonged illness, or being out of country on business of the company or on 
leave, etc., and therefore le^slation to curb absenteeism may prove to be 
impracticable in genuine cases and cause hardships. The Commission, there- 
fore, does not recommend any legislative measures, and suggests leaving the 
matter -to the force of public opinion and the opinion of the shareholders, 
which should prevail. One suggestion made to us was that the Report of the 
board of Directors should contain a statement of the total number of meetings 
held in the course of year and the number of meetings attended by 
director to be mentioned by name. The shareholders will thus be apprised 
of who was absent and who took interest in the affairs of the company. A 
director holds a position of trust in a company and to the shareholders who 
have elected him and we feel that an indication of absenteeism advertised 
through the director’s Report would tend to curb the practice of absenteeism 
on the part of the directors. 

26. Before leaving the subject of directors, we should like to make a 
reference to another aspect, viz., power to restrain certain persons from 
managing companies. Under Section 203 of the Companies’ Act, the power is 
somewhat restricted and we would like to expand it on the basis of the Jenkins 
Committee Report contained in paragraph 80 thereof. The JeniMs 
Committee has recommended that the Court should have power to disqualify 
any person : 

(1) who has been convicted of any offence involvingjfraud or dis- 
honesty whether in connection with a company or^^not; 
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(2) who has been persistently in default in complying with the provisions 

of the Companies’ Act ; 

(3) who has been shown to have acted recklessly or incompetently in 
relation to the affairs of any companies of which he is, or has been, 
a director or otherwise concerned in the management. 

Loans to companies under the same management or to other bodies corporate 

27. Legslative provisions have been inserted in the Companies’ Act to 
safeguard in certain circumstances aganist the practice of giving loans. Section 
295 of the Act prohibits a public company or its subsidiary from making any 
loans to its directors or to relatives of directors, or to firms or private com- 
panies in which the directors are interested as partners or members or to public 
companies which arc controlled by the directors of the lending company, 
without obtaining the previous approval of the Central Government to the 
making of the loan. Such approval is also required in regard to the giving of any 
guarantee or the providing of any security by a public company or its 
subsidiary in connection with a loan made by another person to, or to 
another person by, the directors and others mentioned above. 

28. Section 369 prohibits a public company or its subsidiary from making 
a loan to its managing agent or its associate or from giving any* guarantee or 
providing any security in connection with a loan made by another person 
to, or to another person by, the managing agent or its associate. 

29. Section 370 lays down that a company shall not lend to another 
company under the ‘same management’ unless the transaction has been app- 
roved by the lending company by means of a special resolution. Under this 
Section as amended, the definition of the expression under the ‘same manage- 
ment’ has been enlarged so as to include in its scope companies which arc 
virtually under common control. A provision has also been made under this 
Section for the maintenance of a register containing particulars of loans, 
guarantees etc., which come within the ambit of Section 370, and for keeping 
open the register for inspection by the members of the company. 

30. Section 372, read with Section 370, imposes restrictions on inter-com- 
pany investments. Numerous cases came to the notice of the Commission 
where investments were made by a company in another even though such 
investments were clearly not in the interests of the investing company, but 
were made from a variety of motives and which have been fully commented 
on in the first part of our Report. Section 372 now provides that the board 
of directors of the investing company shall be entitled to invest in the shares 
of any other body corporate up to 10% of the subscribed capital of such other 
body corporate; but this overall provision is subject to two provisos, viz., 

(a) the aggregate of the investments so made by the board in all other 
bodies corporate shall not c.xcced 30% of the subscribed capital 
of the investing company; and 

(b) the aggregate of the investments in all other bodies corporate 
in the same group shall not exceed 20% of the subscribed capital 
of the investing company. 

31. Any investment in excess of the above prescribed limits can only be 
made after it is sanctioned by a resolution of the investing company in general 
meeting and further approved by the Central Government. Wc understand 
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ttatm granting its approval, the Central Government apart from other consi- 
aerations also , examines the proposal to ensure that the inter-company invest- 
s are not solely prompted by a desire to gain control over the management 
companies or are for speculative or for mala fide purposes. 


32. It will be seen from the above that whereas the approval of the Central 
Government is necessary for transactions coming within the ambit of Sections 
295 and 372, no such approval is required for transactions under Section 370. 
We feel that inter-company loans should rank at par with inter-company 
investments for the simple reason that results flowing from both types of 
transactions are .practically the same. Accordingly, we should suggest 
some hmit on the amount of loans that can be advanced to companies in the 
same group, and if the loans were to exceed the specified limits, then it shall 
be necessary for the lending company to obtain the prior approval of the 
Central Government. The approval of the Central Government should 
foUpw the sanctioning of the loan by the company itselfby means of a special 
resolution. 


It is, therefore, recommended that : — 

(i) Section 370 should impose a Hmit on the amount of loans the 
lending' company can give and for this purpose, we would suggest 
the limit of 20% of the subscribed capital and free reserves of the 
lending company in respect of loans to companies within the same 
group but with the sanction of a resolution of the shareholders; 

(n) The Section should be further enlarged to include also loans made 
to companies not in the same group so that the aggregate, of all 
the loans made by the lending company should not exceed 30% 
of its paid-up capital and free reserves. Such loans also should 
be the subject of a resolution of the shareholders; 

(Hi) Loans in excess of the limits prescribed above should be sanctioned 
by a special resolution of the shareholders followed by the approval 
of the Central Government. 

(iv) The same exceptions should apply as at present mentioned in 
Section 370(2). 

Appointment and termination of sole selling agents 

33. The appointment of sole selling agents is controlled by Section 294 
of the Companies’ Act, and the important provisions are that no sole selling 
agents can be appointed for any area for a term exceeding five years at a time, 
and the appointment made by the Board of directors of a company is subject 
to the condition that it shall cease to be valid if it is not approved by the company 
in the first general meeting held after the date on which the appointment is 
made. There are other safeguards provided in the same section, in particular 
by the Companies’ (Amendment) Act, 1960, dealing with Mana^ng Agents 
ceasing to act as such, and thereafter being appointed sole selling agents of 
the company. 

34. The provisions concerning -the appointment of managing agents, 
manning directors, etc., and payment of remuneration and compensation to 
them on termination of their services have been sufficiently tightened up, but 
such safeguards have not been introduced as far as the selling agents are con- 
cerned. Two instances came to the notice of the Commission where a compan 
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■was appointed ' selUng agents of two Textile Mills, and the selling agents were 
•a company in which members of the group had a large personal stake. On 
the “termination” of the selling agencies, the Textile Mills were made to pay 
large amounts of compensation mainly with a view to denude their reserves 
and with the object of obtaining the compensation free of tax in the hands of 
the recipient company. 

35. We do not wish to suggest that selling agents are not useful, nor that 
aU selling agencies are entered into with a collusive purpose; but we feel that 
there should be some safeguard in the payment of compensation on the ter- 
mination of selling agencies similar to those in respect of managing agents and 
managing directors. 

36. It is, therefore, recommended that: — 

The Companies’ Act should be amended to the effect that — 

(0 a company shall not pay or be liable to pay its sole selling agent 
any amount by way of compensation for the loss of his ofScc in 
the following cases: 

(a) Where the appointment of a sole selling agent ceases to be 
. valid under Section 294 (2A); 

(b) Where the sole selling agent resigns his office in view of the 
reconstruction of the company or of its amalgamation with any 
other body corporate or bodies corporate, and is appointed as 
sole selling agent of the reconstructed company or the body 
corporate resulting from the amalgamation; 

(c) Where the sole selling agent resigns his office, otherwise than 
on the reconstruction of the company or its amalgamation as 
aforesaid; 

(d) Where the sole selling agent has been guilty of fraud or 
breach of trust in relation to, or of gross negligence in the 
conduct of his duty as the sole selling agent; 

(e) Where the sole selling agent has, whether directly or indirectly, 
himself initiated, or has taken part in bringing about, the 
termination of the sole selling agency. 

(jV) The compensation which may be paid by a company to the sole 
selling agent for loss of office shall not exceed the remuneration 
which he would have earned if he had been in office for the un- 
expired residue of his terra, or for three years, whichever is shorter, 
actually earned by him during a period of three years immediately. 
This shall be calculated on the basis of the average remuneration 
preceding the date of cessation or termination of the office, or when 
he held the office for a lesser period, during such period. 

Power and obligation to acquire shares of dissenting shareholders under a scheme 
or contract approved by the majority 

37. Section 395 of the Companies’ Act deals with the power and obliga- 
tion to acquire shares of minority shareholders dissenting from a scheme 
■or contract approved by the majority. The present provisions which arc analo- 
gous to those contained in Section 209 of the U.K. Act have already been 
■ti^tened up to strengthen the position of minority shareholders and to safe- 
:guard their interests. 
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38. The Commission has, however, seen an instance where in a scheme- 
under Section 395 of the Act, shares of a flourishing company worth lakhs, 
of Rupees were acquired by a newly floated private company with insufficient 
means (paid-up capital Rs. 50,000 only) to acquire the shares. This was. 
done by issuing what were called “deposit receipts”, or its own shares as the 
consideration representing the price of the shares acquired. It was thus a 
case of a ‘take-over’ bid where the bidding company, despite non-availability 
of necessary resources of / or cash, engineered the deal. The Commission, 
further noticed in this case that the transferee company, which had been incor- 
porated only a day before the date of the offer stipulated in its offer that it 
had adequate resources to arrange funds for cash payment to all the share- 
holders of the transferor company, if they so desired, This stipulation was. 
obviously made with the ulterior motive of misguiding the shareholders, 
of the transferor company. 


39. The Jenkins Committee considered this question at some length 
and in particular whether a part of the consideration must take the form of' 
cash. However, the. Committee has expressed the view that a part of the 
consideration need not be in cash, and that the whole of the transfer can be by 
exchange of shares. Paragraph 266 of the Report sums up their views in this, 
connection : — 

“In this connection we would refer to the suggestion, which had been 
made to your predecessor and referred by him to us, that in every 
take-over offer at least some part of the consideration offered 
should be required to be in cash. We presume that the dominant 
motive behind this suggestion was that it would curb take-over' 
bids by companies which might be in a position to issue large 
quantities of their own shares but could not find the necessary' 
cash. There have no doubt been many cases of amalgamations 
or take-overs where the bidding company has not had cash 
available, and where if there had been such a statutory require- 
ment the amalgamation or take-over would not have come about.. 
But we have had no evidence to suggest that such amalgamations, 
or take-overs have on that account been undesirable or disadvan- 
tageous to the shareholders of either company and we see no justi- 
fication for imposing upon all offers to acquire companies or con- 
trolling interests therein a requirement that part of the considera- 
tion should (or should at the option of the offeree) be in cash. 
Very many mergers or take-overs have gone through on the basis, 
acceptable to all parties, that the transaction should be on a share- 
exchange basis, sd that a certain proportion of the equity of the- 
bidding company or new holding company should be available 
for the shareholders of the company being acquired. We make- 
some recommendations in paragraph 294 below, which should 
ensure that adequate information is disclosed in a take-over or 
merger offer to the shareholders. In the light of such disclosure 
we think that the shareholders should be allowed to judge forthem- 
. selves whether or not to accept the offer. A requirement that all 

such offers should be partly in cash would present a number of 
complications and make many mergers or take-overs impessible- 
or more difficult (and expensive if relief from transfer duty and 
capital duty under Section 55 of the Finance Act, 1927, which might. 
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otherwise be available were thereby lost) and would not necessarily 
be for the benefit of any of the shareholdersj or companies 
concerned.” 

40. Although, as stated above, the Jenkins Committee was not in favour 
of any.statutoiy requirement that all offers should be partly in cash, it has 
pggested certain measures to ensure that adequate information is disclosed 
in a take-over offer to the shareholders so that they could be allowed to judge 
for themselves whether or not to accept the offer. Besides, the usual 
ii^ormation relating to terms of the ofier, the transferee company should 
disclose for the aforesaid purposes, 

(o) the particulars of its identity; 

(fi) the extent of its interest in the shares of the transferor company, 

(c) the interest of the Directors of the transferor company in the trans- 
feree company; 

(d) details of special treatment, if any, to be accorded to the Directors 
of the transferor company; 

(e) where cash has been offered, a statement, binding on the transferee 
company, indicating the steps taken to ensure the availability of 
the necessary cash for payment of consideration for the shares 
to be acquired. 

41. We would, therefore, recommend measures on the lines suggested by 
the Jenkins Committee in this regard, which may be considered effective 
against any malpractices in this country, and it is, therefore, recommended 
that : — 

Suitable provisions should be made, in the Companies’ Act to the 
following effect for governing the procedure to be followed and the 
information to be disclosed in a take-over offer and circular; 

(a) The Central Government should have power to frame rules 
prescribing the information to be disclosed in every offer of a 
scheme or contract by a transferee company under Section 395 
and in every circular containing such an offer, or recommen- 
dation to the members of the transferor company by its 
Directors to accept such an offer; 

(b) Every offer of a scheme or contract under Section 395 oficring 
cash for the shares to be acquired, should contain a statement, 
binding on the transferee company, saying that what steps it has 
taken to ensure that the necessary cash will be available; 

(c) The circulars containing, or recommending acceptance of. the 
offer of a contract or scheme should be required, before their 
circulation to be sent for registration to the Registrar of 
■ Companies; 

(d) The Registrar should be empowered (subject to appeal to the 
Court) to refuse to register any such circular which docs not 
set out the information required to be given by the statutory 
rules suggested in (a) above or docs so in a manner likely to 
create a false impression; 
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(e) The issue of such a circular, which has not been accepted for 
registration, should be made an offence; 

(f) Circulars by directors of the members of the transferor company 
recoromending rejection of the. offer of a contract or scheme 
should not be required to be registered or subject to statutory 
rules suggested in (a) above. 

42. Another point for consideration in connection with take-over bids is 
the machinery provided in Sections 395 p) and 395 (4) for completing the 
compulsory acquisition of shares of the dissenting shareholders. These sub- 
sections provide only for depositing into a separate bank account, the sums 
received by the transferor company in consideration of the transfer of the shares 
of the dissenting shareholders to the transferee company. Such sums are 
also to be held by the transferee company in trust for the shareholders 
concerned. However,' the existing law neither makes it necessary for the 
transferor company to make actual payment of such sums to the shareholders 
unless and until demanded by them nor to send them any intimation of receipt 
of such sums from the transferee company on their account. The Commis- 
sion is aware of a somewhat peculiar case of a compulsory acquisition of 
shares, where, although the scheme of arrangement under Section 153B of the 
Indian Companies’ Act, 1913, was finally implemented, one of the dissenting 
shareholders expressed his ignorance about it and claims to be a shareholder 
of the company even now. Apparently, the consideration money receivable 
by him for his shares has been lying in deposit with the transferor company for 
about seven years. It may, therefore, be necessary to consider an amendment 
in the existing provision in Section 395. 

43. It is, therefore, recommended that: 

Sub-Section (3) of Section 395 should be suitably amended to provide 
that the transferor company shall within a month from the date of 
registration of the transferee company as holder of the shares of 
the dissenting shareholders intimate to them the fact of such 
registration and the receipt of the amount or other consideration 
representing the price payable to them by the transferee company 
and shall forthwith proceed thereafter to pay the money to the 
dissenting shareholders. 

Liquidation 

44. A feature noticed by the Commission in the pattern of liquidations 
was that although the formalities and procedures prescribed by the law were 
followed in all these liquidations and in the schemes of arrangement proposed 
by the liquidated companies, courts were not placed in full possession of all 
the facts and circumstances with the result that at least one scheme where the 
investing public were largely interested, acted to the detriment of the interests 
of the investofs. There is, however, the possibility of collusion on the part 
•of those who appear before the Court, so that the learned. Judge is presented 
with facts which ex facie appear to be fair and proper, and the Court would, 
therefore, have little or no reason for not sanctioning the scheme. 

45. The Central Government have, now adequate rnachinery through the 
Department of Company Law Administration so that in liquidations of this 
nature it can handle representations to the Court wherever such schemes of 
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■ u^' this recommendation what we have in view is the fact that^ 

with the best will in the world, it will not be possible for the Income-tax Depart- 
ment to complete the assessment until the commencement of the winding up.. 
For example, if the company’s previous year is the calendar year, then for the . 
year 1961, the assessment year will be 1962-63, namely, the fiscal year commenc- 
ing on 1st April 1962. Proceedings in respect of that year cannot be com- 
menced by the Income-tax Officer until 1st April 1962, and if the company 
goes into liquidation, say in February, 1962, priority for tax will be lost due to- 
no default on the part of Income-tax Officer. 

53. We have some comments to make with regard to the collection of 
taxes in a scheme of amalgamation and/or reconstruction under Section 394 
of the Companies Act, read with Section 391 and Section 396. These sections 
enable the amalgamation of companies whereby the whole or any part of the 
undertaking, property or liabilities of one company is transferred to another, 
and these provisions also enable a company in liquidation to transfer its. 
income-tax liabilities along with other liabilities in a scheme of amalgamation.. 
Instances have come to the notice of the Commission where companies were 
taken into voluntary liquidation, while their income-tax liabilities for periods 
up to the dates of their liquidation, were yet to be determined. Thereafter these- 
companies transferred, under schemes of arrangement, all their assets and lia- 
bilities to other companies, and one of the results which ensured was to defeat 
the recovery provisions of the Income-tax Act in respect of the income-tax 
demands subsequently raised against the liquidated companies. In one case 

, which came to the notice ofthe Commission, the Income-tax authorities applied 
the recovery provisions of the Income-tax Act for realisation of the income-tax 
dues of the transferor company from the transferee company. In the relevant 
proceedings, however, it was held by the High Court that the taxing authorities 
had no jurisdiction to adopt such proceedings because the transferee company 
was neither an ‘assessee’ under the Act nor was any amount due from it as 
‘arrears’. 

54. It is, therefore, recommended that: — 

(/) Provision should be made in the Income-tax Act to authorise the 
issue of a fresh demand notice on a transferee company which 
'takes over all the liabilities of the transferor company including 
its income-tax liability, under a scheme of arrangement under 
Section 394 read with Section 391 or under Section 396 of the 
Companies’ Act; 

(//) Section 220 .of the Income-tax Act, 1961, which lays down the 
circumstances in which an assessee is deemed to be in default 
should be modified to include a transferee company which takes 
over the income-tax liabilities of the transferor company in 
pursuance of any scheme of arrangement. 

Destruction of Books of Account 

55. Section 209 (4A) provides that the books of account of every company 
relating to a period of not less than eight years immediately preceding the 
current year shall be preserved in good order, and Section 550 provides for 
the preservation of books in a winding up. The Gomrrussion noticed in many 
cases that where liquidated companies were amalgamated vvith other compames 
the amalgamating company took charge of the properties, including the books. 
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worlang of the machinery as well, the Commission would wish Government to 
coiBider one important issue relating to the organisation and working of the 
vanous Departments of Government which are at present dealing with the 
corporate sector. The Department of Company Law Administration deals 
generally with the working of the Companies’ Act, ensures its compliance, and 
is the regulating authority where Central Govenunent sanction is necessary 
under the various Sections of the Act; but there are other departments which 
deal v/ith different aspects of the matter, such as, the control over the capital 
issues, stock exchange regulation, etc. These Departments come under a 
Ministry different from the Ministry under which the Department of Com- 
pany Law Administration functions, and the Commission feels, astheBhabha 
Committee did, that there is the need for mtegrated administration of the 
Companies Act as well as other matters connected with the corporate sector. 


Concinsions 

61. The Companies’ Act of 1956, and the Amendment Act of 1960, has 
certainly brought about far reaching changes to the provisions existing under 
the Indian Companies’ Act, 1913 as amended in 1936. Various deficiencies 
and malpractices disclosed and discovered in the administration of companies 
have beep lessened and the loopholes plugged to a large extent. 

For example, [one of the malpractices which came to our notice, 
namely, the premature and deliberate termination of managing agencies and 
payment of compensation for termination, has been effectively dealt with in 
the Companies’ Act as well as in the Taxing Statute. We are, therefore, left 
with not many recommendations to make, and in making these, our endeavour 
has been not to impose any unnecessary burden on the corporate sector, its 
directors and executives — such restrictions as would not yield any useful 
results. At the same time, we have striven to make recommendations so that 
the deficiencies which exist can be eradicated. As the Jenkins Committee has 
remarked, finality carmot be expected in the field of Company Legislation; 
and they go on to comment that it is necessary for the protection of share- 
holders, creditor? and the intending investors, that the activities of companies, 
and those responsible for their management, should be subjected to a consider- 
able degree of statutory regulation and control. But they also may say that 
controls and regulations carried to excess, may defeat their own objects, and 
in this respect, they share the view expressed by the Greene and Cohen 
Committees as to the undesirability of imposing restrictions, which v/ould 
seriously hamper the activities of the honest man, in order to defeat an 
occasional wrong-doer and the importance of not placing unreasonable 
fetters upon business which is conducted in an efficient and honest manner. 
We are in respectful agreement with this view. 


62. We feel that no law can provide absolute remedies to stop malpractices, 
and a balance has to be achieved between attempting to stop malpractices and 
imposing fetters on honest businessmen, particularly when legislation can be , 
defeated by human ingenuity, as unfortunately sometimes happens. In such 
circumstances, the wrong-doer succeeds anyhow and the honest bu^essman 
is saddled with a considerable amount of techmcaj^ifficult^s. It is this aspect 
of the matter that the Commission has borne ,infmpdm?;^&Kmg its recommen- 
dations. 

Vf- , 


I 
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63. Wc have not taken the evidence of Chambers of Commerce and 
other bodies representing Commerce and Industry, as we have been assured 
that if any legislation is contemplated, the normal process of consultation will 
ensue, and also because the time at our disposal between the submission of the 
investigation part of our Report on 18th June and making these recommenda- 
tions was just over four months. 

64. We have acknowledged in the first part of our Report the hard work, 
coupled with devotion to duty, which has been put in by the staff of the 
Commission, and in particular, our Secretary, Shri P. L. Mukherjca. We 
thank them all once again with the deepest sense of gratitude. 

(V. R. SEN) (N. R. MODY) (S. C. CHAUDHRT) 

Chairman, Member, Member, 

31-10-62 31-10-62 31-10-62 
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to these loans ins purely personal expenses were paid by 
p.UF.M. though ^ was neither a director nor an officer of the cWanv 
D payments between , .1948-49 and 1950-51 totSied 


Loans were also made as under to companies that are said to have 
gone to hm on the dissolution that Shanti Prasad Jain and J. Dalmia 
piead^. The amounts outstanding against them each year were as 
below; 


Company Amount 


Rs. 

31-12-47 Dalmia Investment Co. .. 1,05,85,503 

29-2-48 Rasbtriya Financial Corporation' 1,31,95,595 

Bennett Coleman & Co. Ltd. . . . . 41,34,226 

AJlenbeny .. .. .. 1,08,34,817 

Rash triya: Investors .. .. .. 56,95,398 

Dalmia Investment Co. , . . . 86,69,492 

29- 2-49 Rashtriya Financial Corporation . . . . 1 , . . 1,31,95,595 

Bennett Coleman & Co. Ltd. . . . . . . . . . . 41,34,226 

Allenberry ,.. .. ,. 1,08,34,817 

Rashtriya investors 56,95,398 

Dalmia Investment Co. . . 55,57,849 

28-2-50 Bennett Coleman & Co. Ltd. .. .. .; .. 71,57,426 

Dalmia Investment Co 74,250 

Allenberry ' 53,98,713 

28-2-51 . Rashtriya Financial Corporation 2,88,33,039 

Bennett Coleman & Co. Ltd 69,75,868 

Dalmia Investment Co. '. 74,250 

Allenberry 7,31,050 

30- 10-51 Bennett Coleman & Co. Ltd 94,41,792 


The Other members of the Group also benefited from the activides of 
D.C.P.M. J. Dalmia received loans too, and at the end of D.C.P.M.’s 
financial year in 1948 a sum of Rs. 30,94,038 was outstanding against 
him personally. In addition, his companies received loans and the suras 
dutstWing against Vyapari Ltd., on 28-2-49 and 28-2-50 were as 
Rs. 33,88,527 and Rs. 1,03,32,791. , 

Shanti Prasad Jain is not shown to have received anything personally 
but companies that he claimed as his had the following outstandings 
against them : , 


Date Company Amount 


Rs. 

28-2-49 Ashoka Marketing .. •• 34,33,134 

28-2-50 Ashoka Marketing . . . . 87,70,373 

‘28-2-51 Ashoka Agencies 2,00,00,000 


It was argued that there was nothing wrong in this because D.C.P.M. 
was a D. J. Group concern at the outset and was then an R. Dalmia concern 
and so it had the right to do what it liked wth its money. But that 
does not give the full picture. The money came, not from the pockets 
of the D. J. Group or from its private concerns but from pubh'c limited 
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companies, from banks and from Insurance companies rmder the control 
of the D. J. Group and R. Dalmia. They abused their control of these 
various concerns by making them lend money to D.C.P.M. to their dis- 
advantage and then -utilised the moneys so obtained in the ways that we 
have indicated. But for these borrowings D.C.P.M. would not have been 
in a position to advance these moneys as above. We have analysed this 
at length in Volume V which deals with D.C.P.M. 

2. Improper Transfer of Assets 

Another abuse of control consisted in the improper transfer of the 
assets of one company to another with the object of benefiting the D. J. 
Groups or R. Dalmia improperly and thereby causing loss to the investing 
public. This was done in the following ways. 

By improperly making, or purporting to make Inter-company invest- 
ments by mere book entries. These entries purport to show : — 

(a) that subscriptions to share capital were made in cash tliough 
in fact no cash was received; 

■(b) that payments for the purchases and the sales were made or 
received, in the majority of cases in cash, though in fact only 
book entries were made debiting or crediting the respective 
accounts; 

(c) that the shares were beneficially owned by the companies, 
whereas in fact they were invariably not registered in the 
name of certain individuals; 

(d) that the shares were purchased and sold in the normal course 
of business, while in fact the rates were manipulated witir the 
object of benefiting the D. J. Group or R. Dalmia, and/or 
the companies in which they or he were mainly interested. 
In the majority of cases these shares did not yield any divi- 
dend or they were transferred to companies and persons 
within the D. J. Group just before the declaration of dividend. 

In some cases we found the same block of shares appearing as assets 
in the Balance Sheet of one company and within a few montlis, by mere 
book entries, they appear as assets in the Balance sheets of other companies. 
The object was to cover up loans made by the public companies 
to companies in which the D. J. Group or R. Dalmia were mainly or 
solely interested. 

3. Liquidations 


Tliis was another device. After the public companies were squeezed 
dry the husks were discarded and destroyed. The favourite method was 
to bring the company to voluntary liquidation, appoint a willing liquidator 
who fell in with the scheme, get a scheme of arrangement sanctioned by 
the courts, hand over all the assets and records and books to a purely 
R. Dalmia, concern in which the directors were the tools of R. Dalmia, and 
then get the transferee company to destroy the books and records so that 
traces of the frauds and manipulations were destroyed. 



26 


We have examined the process in detail in the following cases : 


, Company Liquidated 

Transferee Company 

Date 

Liquidator 


D, J. Airways 

S. S. B. Mills 

•• 

D. J. Aviation 

S. A. Industries 

10-2-53 

31-12-51 

C. P. Lai . 

R. D. Joshi 

& 

M.D.M. Co. 


S. A. Industries 

31-12-51 

D. D. Joshi 

R. D. Joshi 

& 

V. V. Ltd. 

D. C. P. M. 


B. U. A. 

Delhi Glass Works Ltd. 

11-4-53 

18-2-53 

D. D. Joshi 

D.A; Patel 

D. A. Patel ' 



We have set out m detail the conduct of the liquidator C. P, Lai and 
have shown how he did his utmost to thwart investigation by the Inspectors. 
R. D. ^ Agamal, another Liquidator in another conipany did the 
same thing with us. He was asked to produce certain documents relating 
to D.C.P.M. He refused to do so voluntarily on the ground that they did 
not relate to the matters under inquiry. He was therefore summoned to 
produce them under section 4(b) on 14-3-1960. 

He did not come on that date nor did he send the books. Instead, he 
sent a letter from Meerut saying that he was too ill to travel. We were 
not satisfied with the explanation and issued a warrant for his arrest. On 
17-3 t 60 Mr. D. R. Prem appeared for him and undertook to produce him 
on the 23rd and, asked us to withdraw the warrant. We did so, but the 
books were not produced. 


Agarwal appeared on the 23rd but still did not produce the books. 
He was asked why he did hot produce them and he said that they did not 
relate to the matters under inquiry. When he was cross-examined about 
this he was forced to admit that they did and than all he could say was 
that 

“I did not examine all these things simply because the company was a 
scheduled company.” 

He was a lawyer, so his attention was drawn to the provisions of the 
law. regarding the prc^uction of documents, and all he could say was that 
he did not look up the law regarding the obligation to produce documents 
in response to a summons. 

Turning next to his' letter saying that he was too ill to attend on 
14-3-60 this turned out to be false. That letter was purported to have 
been signed on the 14th at Meerut. It is Ex. 544. It was handed over 
to us in^Delhi on the same morning. Agarwal says that it was typed in 
the Meerut Bazar on the 14th morning, signed by him the same morning 
and sent to us by bus. It was despatched from Meerut at 7 A.M. on the 
14th. He said Exs. 546 and 547 were also typed at Meerut on the 14th 
and signed by him at the same time as Ex, 544. 

He was shown Exs’. 551, 552, 553 and 554. These were not t\ped 
at Meerut but at Delhi and the same typewriter was used as the one that 
was S fS Exs. 544, 546 and 547. Ag^al admitted Aat no Mhi 
tvoewriter was taken by him to Meerut, therefore, it is clear that Exs. 544, 
546^d 547 were ty^d at Delhi before the 14th and that if they were 
reallv sent from Meerut on the morning of the 14th Agarwal took them 
with^fm ready typed before he left for Meerut and the evidence that he 


27 


gave before us on oath was deliberately false. It is clear that Exs. 54^ 
546 and 547 were manufactured beforehand to serve as an excuse for nc 
attending Court with the books on the 14th, 

When the conduct of these two liquidators, C. P. Lai and R. E 
Agarwal are viewed together the pattern of attempts to prevent any scrutin 
of documents that are likely to relate to these companies becomes clear 
particularly when we add to that conduct the fact that these liquidation 
led to the destruction of material evidence. 

In Agarwal’s case we called for a particular resolution embodied in tin 
Minute Book of D.D.C. After receiving our letter Agarwal deliberate!] 
handed the book over to Swadesh Nirman. When we tried to get thi 
books from Swadesh Nirman, we were told that the books of Swadesl 
Nirman had been handed over to Bharat Development Private Ltd. The 
only way in which we were able to get the book in the end was by issuinj 
a search warrant for a simultaneous search of the premises of Swadesl 
Nirman, Bharat Development and R. D. Agarwal’s private residence. 

In order to establish that these liquidations were not bona fide and 
that they were brought about in accordance with a well thought-out scheme 
we collected evidence of 19 other companies that were taken into volun- 
tary liquidation within a }:eriod of 5 years from 1951 to 1956. They are 
all non-scheduled companies so we have not looked into their affairs, but 
the evidence of similar facts is relevant under sections 14 and 15 of the 
Evidence Act to establish bad faith, intention and design. We arc using 
this evidence for that purpose. The 19 companies are : — 

1. C. Lazrus & Co. Ltd. 

2. Cross Words Ltd. 

3. Dalmia Jain & Co. (Jind State) Ltd. 

4. Delhi Glass Works Ltd. 

5. Dadri Marketing Ltd. 

6. Gwalior Bank Ltd. 

7. General Marketing Co. Ltd. 

8. Govan Brothers. 

9. Indian National Airways Ltd. 

10. Jaipur Agencies Ltd. 

11. Jaipur Traders Ltd. 

12. Premier Merchants Ltd. 

13. Premier Trading Corporation Ltd. 

14. Pepsu Trading Co. Ltd. 

15. Rashtriya Agencies Ltd. 

16. Rashtriya Financial Corporation Ltd. 

17. Rashtriya Investors Ltd. 

18. Rajasthan Udyog Ltd. 

19. Vishwa Industries Ltd. 


28 


troySi?leioUoSg^^^^ 

1. Gwalior Bank Ltd. : 

2. Rashtriya Financial Corporation Ltd. 


. 3. Rashtriya Investment Ltd. 

• 4. General Marketing Co. Ltd. 
5. Premier Merchants Ltd. 


^ 6. Premier Trading Corporation Ltd. 

' ■ 7. ■ Jaipur Traders Ltd. 

:8. Jaipur Agencies Ltd. 

; 9. Rashtriya Agencies Ltd. ' 

Further evidence of the pattern and design is to be found in the fact 
that M. L. Sodhani and R, Sharma appear as a common factor in the 
following cases that We have investigated. - • 


M. L. Slpdhani , . 

• Director at the relevant time of D. J. Aviation, South Asia Industries 
arid Delhi Glass Works, Ltd., the three companies tliat authorised the 
desfattefion of the account books and records of D. J. Airways, S.S.B. Mills, 
M.D.M. Co., and D.C.P.M. respectively.' 

R. Sharma 

Director at the relevant time of D. J. Aviation, and South Asia Indus- 
tries which authorised the destruction of the books and. recrods of D. J. 
Airways, South Asia Industries, S.S.B. Mills and M.D.M. Co. , respectively. 

The same two persons endeavoured to prevent the liquidator from 
letting the Inspector appointed under the Indian Companies Act examine 
the Iwoks of D. J. Airways and Allenberry. The destruction of the books 
had a similar object in- view, namely to make any inspection into the affairs 
of these companies as difficult and impossible as coiild be managed. 

Another factor that links up the pattern is the fact the shareholders of 
the following companies passed the following unusual resolution at Extra- 
ordinary General Meetings of the several . companies in identical terms. 
B.U.A, on 21-12-56, D. J. Aviation on ,19-12-56 and L.E.S. Co, on 
22-12-56 and Allenberry on 2-12-56. 

“Unanimously resolved ratifying all the past acts and transactions 
of the management and expressing confidence in the management 
and stating that the Commission was unwarranted and unjustified.”, 

4. Schemes of Arrangement: Courts and Arbitrators 

Even the procedures of the courts and arbitrations were pressed into 
service by R Dalmia to achieve his ends. The formalities and procedure 
prescribed by the law were followed in all the liquidations. But it is 
obvious that the schemes that we have examined could not have been 
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carried through but for the weaknesses in the safeguards that the law has 
attempted to provide. These safeguards cannot work unless the assump- 
tions on which they are founded exist. 

The first assumption is that there is an intelligent and alert body of 
shareholders able to look after their own interests. In the cases that we 
have here the shareholders were scattered and the registered officers of 
some of the companies were situated in inaccessible places ; thus the regis- 
tered office of South Asia Industries (the former LESCO) was found at 
Gurgaon a small out of the way place about 18 miles from Delhi, and 
only a branch office was maintained at Delhi. But when we ordered a 
search of the offices of South Asia Industries all that we found at the 
registered office was a receipt saying that all the records were in Delhi. 
This arrangement could hardly have been for a bona fide purpose. 

, The so-called General Meetings and Extraordinary General Meetings of 
the shareholders were usually a farce. In practice it meant, in the liquida- 
tions that we have examined, that a very small group consisting of 
R. Dalmia and his men, with sometimes a small minority of independent 
shareholders easily outvoted could do as they pleased. 

The next assumption on which these safeguards are based is that there 
will be independent liquidators who will be alert to safeguard the interests 
of the general body of the shareholders. Here we have found them 
willing tools in the hands of those in control. In one case the Liquidator 
was promised a high remuneration for his services. We refer to tiic fee 
of Rs. 52,500 promised to C. P. Lai and contrast it with the Rs. 500 paid 
to D. A. Patel. 

Next, unless the courts arc equipped with personnel well versed in 
Company Law and practices and are given adequate machinery to look 
into malpractices it is impossible for them to function cffcctivciy. \Vlicn 
there is collusion between all who appear before the court, and the Judge 
is presented with facts that appear fair and proper on the surface, what 
else can he do but sanction the scheme put for^vard. Except in large 
towns like Calcutta and Bombay, where there is adequate machinciy' to 
cope with liquidations, the machinery provided elsewhere is not enough 
to unearth hidden flaws and frauds. 

Arbitrators are in the same position. When both sides collude and 
there is no real contest the result is a foregone conclusion whatever the 
eminence of the arbitrators. 

In the liquidation proceedings of D. J. Airways a few shareholders did 
protest. But they were either bought off or silenced, and in the end they 
withdrew thep objections and agreed to the scheme. Ail th.c outward 
forms of the law were observed.'' But. tilings being what they arc. that 
which appeared on the surface did not accord with the hidden realities 
beneath. 

5. Registrar of Companies 

Next comes the Registrar of Companies. Unless the hands of the 
Registrars arc strengthened and they are given adequate tools with which 
to work efficiently and effectively they might as well not exist. In the 



30 


U^uidation of D. J. Airways we have shown how negligent the Registrar 

unscrupulous men with money who can 
buy brams at wih, Imow of these weaknesses and exploit them to their 
own advantage. R. Dalmia had no difficulty in waffiffig stSt throueh 
all the so-called safeguards, and indeed, at times toeaS ffiem wlh 
conduct in thwarting the investigation into the affairs of 
^rae of his companies by the Inspectors appointed under the Indian 

Store's D J Ai™ explained this in ' the liquidation 

6. Auditors 


Audits are also necessary safeguards against mistake, negligence and' 
fraud. But here again, everyffiing depends on the honesty, competence 
and thoroughness of the audit. At least one of the auditors of the 
scheduled companies, P. S. Sodhbans was dishonest. We have examined 
his audits at length in D. J. Airways, Volume m, Part 2, Chapter 2(d): and 
in .L.E.S. Co. Volume VH. , 

Apart from the dishonesty of P. S. Sodhbans in the audits ofD, J. 
Airways and of the joint venture, the audits of AUenberry by another 
auditor were not of real value because, though the audit certificates were 
correct, the auditors never saw the real account books and vouchers. Ihc 
audits that they made were only of the headquarters books and they never 
saw the original books and vouchers of the branches where the transac- 
tions were actually carried out. As far as we could gather the books of 
the branches were never audited and were never seen by any auditor. 

The method was this. The branches sent in'’ certificates of the state of 
their books to the head office and the head office wote up the head office 
books according to the facts and. figures given in the branch certificates, 
from the branches. ITie auditors, in auditing the head office books, only 
saw the certificates, sent in from the branches and so long as the head 
office, books corresponded %vith these certificates the auditors were satisfied 
and gave their audit certificates accordingly. This fact is, set out in the 
audit certificates and of course the certificates are technically correct, but 
they are not worth much in determining the real state of the company. 

IvCt us see how this worked in the case, of the Joint Venture which 
was a partnership between a public company. D. J. Airways, and 
AUenberry, a private D. J. Group concern. AUenberry did aU tliese sales on 
behalf of the partnership and carried out all the repairs. Many of the 
actual sales and repairs were done at the branches. The branches bad 
the vouchers and kept the books reflecting the actual transactions. But 
they did not show these to the auditors. They only sent in periodical 
returns of their business to the head office at Calcutta and the head office 
would then base their own books on the certificates so received. The 
Joint Venture part of the transactions would then be certified from 
Calcutta and a Wtement would be sent to Delhi where the books that 
were supposed to reflect the state of the Joint Venture were kept. 

Then P. S. Sodhbans was shown the certificates from' .the Calcutto 
office and issued his audit certificate on the basis of die Calcutta certi-- 
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ficates. The Calcutta certificates in turn were based on the certificates and 
the head office received from the branches. So what Sodhbans in Delhi 
really certified was that the Joint Venture books correspond with the certi- 
ficates received from Calcutta, and the Calcutta auditor certified that the 
Calcutta books corresponded with the certificates received from the 
branches. Any dishonesty or manipulation in the books of the branches 
would of course pass unnoticed. 

1 . Selling and Managing Agencies 

One of the methods that the Group, and later R. Dalmia, used for 
enriching themselves was by appointing concerns from which they derived 
the main benefit, as the selling and managing agencies of the public 
companies of which they obtained control. We are not criticising these 
appointments simply on the ground that they were appointments of selling 
and managing agencies because we recognise that selling agents are 
necessary and we also realise that the managing agency system was then in 
vogue. But there can be no doubt that this did help to swell the coffers 
of the Group. These agencies got their remuneration at high rates while 
the shareholders of the companies that they managed got next to nothing 
on their investments. But that is not what we are trying to bring out here*! 
The gravamen of our charge in this respect is about the abuse that occurred 
in these cases. 

In the S.S.B. Mills and M.D.M. Co., and in D.D.C., the managing 
agents were not necessary, and they were fraudulently brought into exis- 
tence for an improper end, or, at any rate, having been brought into 
existence they were used for fraudulent purposes. An examination of 
. the following sequence of events wilt show what we mean. 

First, the managing agency companies were incorporated. Less than 
two years later they were appointed as managing agents of these two mill 
companies for long terms of 20 years each. 

An important clause in their agreements was that if the managing 
agreements were to be terminated prematurely then the managing agents 
were to get compensation, which, very broadly speaking would give them 
in a lump sum as much as they would have earned during the imexpircd 
terms of their contracts had they stayed on, with however this difference : 
if they had stayed on, their remuneration would have been spread over a 
long term of years instead of being paid all at once in a lump sum. 

Within 16 days of their appointments breaches occurred and the 
managing agents were paid heavy compensation. The breaches occurred 
on 27-10-50 and the amount of compensation from the two mills was 
Rs. 1,19,90,000. 

There was a similar pattern in the case of D.C.P.M., which was 
appointed the selling agents of the two mills. The term in this case was 
for 10 years. Two years later there was a breach and again hcavj’ compensa- 
tion was claimed and paid. The breach in this case was also on 27-10-50. 
The amount of the compensation was Rs. 46,90,000. 

A similar pattern was followed in D.D.C. In this case the Dalmia 
Jain (Jind State) Co. was appointed Managing Agents. The appointment 
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to R- « 1- compensa- 

8. Shriyans Prasad Jain 

T 4 « pattern was followed in the case of Shriyans Prasad Jain 

He IS the elder brother of Shanti Prasad- Jain. He was appointed to a 
salaried post m D.C.P.M. at a remuneration of Rs. 4,000 per montli and 
m addmon, over a certain period, his perquisites reached^ a figure’ tha^ 


Tlie. appointment in his case is said to have been for a term of 25 years. 
• '’inio a -genuine, term it was very unusual. He was appointed 

m 1943 and his age was then 36. Even in Government service a man of 
^ appointed for a term of 25 years; nor w'ould he get as 

a high a salary, when his perquisites, are added to his Rs. 4,000 a month. 
But we are examining the termination at the moment and not the 
appointment. 

On 7-2-50 there was a breach and he was paid Rs. 7 lacs as compensa- 
tion, and that by a company that was imable to pay its ordinary share- 
holders any dividends from 1941 onwards and its preferred shareholders 
from 1943. 

When these transactions are viewed together the pattern and the fraud 
become obvious; breaches on 7-2-50, 27-10-50 and in 1952. 

The total compensation' paid in these two years was Rs. 1,79,80,000. 

Incidentally, the case of Shriyans Prasad Jain shows how the relatives 
of members of the D. J.. Group came in for their share of the pickings from 
public companies. It is true D.C.P.M. was almost 100% R. Dalmia at 
that time; but it got its funds from the public companies. It could not 
have paid these "sums without getting the money from elsewhere. This 
was one of the many means devised to syphon off money from public 
companiesjnto the pockets of tlie D. J. Group, their relatives and their 
concerns. 

9. Manipulations 

We have- found a number of instances in which books of account. 
Balance Sheets and Profit and Loss Accounts were manipulated. Wc 
have dealt with them in detail in the various volumes that deal with the 
different companies. It would be tedious to catalogue the instances here 
so we .invite attention to the appropriate chapters about this in the several 

volumes. 


Different Financial Years 

Full advantage was taken of the fact that the companies had different 
financial years to manipulate inter-company loans, transfers and invest- 
ments ]fa particular this enabled the same blocfe of shares to be moved 
from comoanv to company in order to give a false appearance of jirospc- 
rity to comp^es that were not domg well, and in order to m^ipuJa e 
the profits and losses for fhe year. These have been set out m m 

the volumes that deal with the management of the affairs of each companj. 
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Non-declaration of Dividend 

Another abuse of control was not to declare divided althou^ the 
companies concerned made profits. This had the effect of depressing the 
value of the shares and enabled R, Dalmia to purchase the shares at 
reduced rates and thus cause considerable loss to the investing public. 

Once a sufficiently large number of shares were acquired then div- 
idends were declared and R. Dalmia reaped the profits. That happened 
in the case of all the ten companies with which we are dealing except 
Allenberry and L.E.S. Co. 

Converting Public Limited Companies into Private Limited Companies 

This was done in the following cases on the dates given below : 

D.J. Aviation Ltd. on 26 - 4-52 

D.C.P.M. „ 10 - 4-52 

L.ES.Co. „ 5 - 12-52 

The object was to take advantage of the less stringent provisions of the 
Companies Act in favour of private companies. 

Avoidance of Income Tax Liability 

This was done as follows : 

(a) By suppressing taxable profits by manipulation of accounts; 

(b) By extinguishing reserves and accumulated profits before taking 
the companies into liquidation; 

(c) By introducing secret profits under cover of share money by 
allotting shares to non-existent persons; 

(d) By transferring the assets and liabilities of companies that were 
taken into liquidation while their Income-tax liabilities for the 
periods upto the dates of liquidation were yet to be determined 
by initiation and/or completion of the relevant assessment 
proceedings. The transfer of assets and liabilities was effected 
to other R. Dalmia concerns under scheme of arrangement 
under the Indian Companies Act, 1913. 

✓ 

We will now summarise how each of ffie above methods was put into 
effect. 

(i) Income-tax liability was evaded by suppressing the taxable profits of 
the D.J. Group companies and concerns mainly by the following manipula- 
tions of accounts : 

(a) Wrongful understatement of the sales, and/or inflation of the 
selling and depot expenses of the Disposal Vehicles and Stores 
Business and also of the indirect expenses attributable to this 
business, and/or inflation of the ‘cost of sales’ chargeable to 
Revenue; 

(b) Wrongful diversion of taxable profits of the joint venture and 
the other business of Allenberry to D.C.P.M. to be set off 
against its losses, for avoiding full incidence of Income-tax 
thereon; 
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( ) ejection of twenue charge agamst^^the taxa^^^ 

. of S.S.B, Mills and M.D.M. Co. under the cover, of compensa- 
tion payments for purported breaches of Managing and Selling 
Agency Agreements with other sister concerns of the DJ. 


(i) ,by bringing into existence artificial transactions m its 
purchase and sale of shares; and/or 

(ii) by bringing into existence artificial transactions in its pur- 
chase and sale of shares; and/or 

(iii) by recording and accounting for share dealing and specula- 
tive transactions in' the books of D.C.P.M. as its own 

. business, even though they were done in the account of 
R. Dalinia and/or others. 


(u) AUenbeny at one stage had planned to treat all transactions in the 
Disposal Stock Business as one deal for computation of profits and assess- 
ment &ereof to Income-tax on the conclusion of the deal. Accordingly, the 
following mampulations were made to put off the assessment of such profits 
and thereby avoid payment of Income-tax : 

(a) Wrongful omission to adjust m the Disposal Stock Business 
' Account either any “cost of sales” or any “profit or loss”, there- 
by improperly carrying forward the closing stocks at “Book 
value”; 

(b) Wrongful inflation of the ‘Book value’ of the closing stock to 
postpone the conclusion of the deal till the TBook value’ was 
reduced to NIL, 

« 

"" (iii) Taxation was also avoided by extinguishing the Reserve and accu- 
mulated and other profits of S.S.B. Mills and M.D.M. Co., which otherwise 
v/ould have been distribut^le on liquidation and would have been received 
by the principal shareholders as surplus liable to be taxed as “Dividend’ and/ 
or -‘Business profits’ in their hands. This was manipulated by : 

(a) Withdrawal of their Reserve and accumulated profits under the 
cover of compensation payments for purported breaches of 
Managing and Selling Agency Agreements with other D.J. 
Group concerns which received such payments as their noh- 
taxable incomes; 

(b) Wrongful diversion of profits of these companies into the coffers 
of the other D.J. Group concerns by manipulating sale of 
investments and land held by the former. 


(iv) Payment of Income-tax h'ability of several companies taken into 
liquidation was avoided by defeating the recovery provisions of the Income- 
tax Act or - realisation of the arrears of income-tax. This was done as 


below : — 

(a) Althou^ the Income-tax liability of a company (in liquid^ion) 
for periods upto the date of its liquidation was yet to be deter- 
mined by initiation and/or completion of its relevant mcome- 
tax proceedings, all its assets and liabilities were transferred to 
another D J Group company under a scheme of a^angement 
undS section 153/153A or 208C, of the Indian Compames 
Act, 1913. 
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(b) Substantial Income-tax demands were subsequently levied 
against the company in liquidation, but it was left with no assets 
whatsoever by. reason of the prior transfer thereof to another 
company. Application of the recovery provisions of the Income- 
tax in the case of the liquidated company for realisation of 
the arrears was thus rendered infructuous. 

(c) Even if the transferee company holding the assets of the com- 
pany in liquidation could be treated in law as the successor 
to be bound to satisfy the liabilities of the latter company, the 
recovery provisions of the Income-tax Act were not applicable 
to the transferee company for the realisation of the arreps of 
Income-tax of another ‘assessee’, namely, the liquidated 
company. 




CHAPTER VIII 

NATURE AND EXTENT OF THE PERSONAL GrVINS 
(a) At cost of Investing Public 

We tried in our Statements of Matters to work out the personal gains 
to the members of the Group as a group but we are not satisfied that our 
approach was right. We do not think it is possible to do this except to a 
certain extent in the case of R. Dalmia, We have not got sufficient material 
to work on. For instance, we have no material to indicate that the group 
was in existence as a group at the date of some of the transactions. It is 
true we have disbelieved the story of dissolution on 31-5-48 but that in itself 
is not enough. We do not, for example, know when the profits of most 
of the (»ncems we have examined were distributed; nor do we know who 
shared in them. We have therefore not attempted to allocate individual 
gain except in R. Dalmia’s case where more data is available. In his case 
we estimate that the personal gains made by him or througli companies tliat 
were wholly, or almost wholly, owned by him amounted to Rs. 2,60,22,781 
between 1946 and 1956 as follows): 


1. D.J. Airways 

(o) Gain of interest because payment of Rs. 247 lacs was borne by D.J.A 
though half of this amount should have been borne by AHenbcrry 

(b) Gain of interest on Rs. 35 lacs invested in DJ. Aviation 

(c) Gain of interest on Rs. 74 lacs worth of Jaipur Udyog shares 

(«0 Gain of Rs. 2/- per share on 4,29,935 shares acquired from the public 
by D.C.P.M. at Rs. 3/4/- but which were worth Rs. 5/4/- in the 
Scheme of Amalgamation 

(e) Gain to B.U.A. on 15,00,000 shares through the Scheme of Amalga- 
mation 

(/) Gain through saving of interest as a result of transfer of assets under 

Ex. 5 

ig) Gain to D.J. Aviation through acquiring the assets of D.J. Airways 
which marked out Rs. 7 per share whereas the sharchoId®s were to 
get Rs. 5/4/-, Therefore, net gain at Rs. 1/12/- on the public holding 
of 15,37,725 shares 

(//) Gain of interest due to D.J. Airways bearing more than half share of 
its capital for one year ended 30-6-1948 on Rs. 10,02,25,175 at 4- 

• (/) Gain of underwriting commission to D.C.P.M. . . 


Rs. 

3,45,139- 
3,11,562 
3, 10.967' 

59,870- 

15,00,009 

1,10,58,709 


26,91,018 

4,20,101 

7,86,955 

1,82,84,321 


2. D.J. Aviation 


Gain to B.U.A, through acquiring 6,600 Pref. shares from Bharat 
Insurance Co. Ltd. 


3. S.S.B. & M.D.M. 

S.S.B. 

Rs. 

M.D.M. 

> Rs. 

(a) Loss of interest, after dedacting divi- 
dends on investment in Bennett Coleman 
shares and loss on sale of these shares 

7,33,148 

5.19,5 

37 
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(A) l^ss of profits on sale of Haine<! 

. Property to D.C.P.M 

(c) Selling Agency • 

((0 Managing Agency compensation ... . . ■ 


D.D.C. Limited 

(0) Purchase of shares at rates well below the 

^ D.C.P.M., Asia 

Udyog and B. U. A. 

• • • • • • 

(1) Arrears of Pref. dividends denied to the 
shareholders but paid to D.C.P.M.. Asia 
Udyog and B.U.A. 

■-5.D.C.P.M. 

id) Gain on sale of S.S.B. and M.D.M. shares 
to Bharat Insurance at inflated rates 

<A) Gain on sale of Nahur land to Bharat 
Insurance . , . . 


Rs. 

46,816 

51,507 

1,29,400 


9,60,871 7,54,066 

10,93,988 

82,266 

[ 2 , 11,000 

21,19,587 


Rs. 


64,614 

1,69,884 17,14,937 


11,76,254 


23.30,587 


'fi. L.E.S. Co. 

Loss on sale of S.S.B. and M.D.M. shares and 

loss ofinterest in favour of D.C.P.M. .. 23,18,682 

2,60,22,781 


The above mentioned figure of Rs. 2,60,22,781 does not include the 
.gains made by Allenbeny, a company of theD. J. Group and subsequently 
under the control of R. Dalmia, particularly during the joint venture period, 
because of the absence of books and records. However, we have attempted 
to evaluate the gains made by Allenberry and, according to us it amounts 
to Rs. 75,59,535 as under . 


Rs. Rs. 

Joint venture period uptb 31-12-48 

ishareofRs. 80,83,793 .. . . 40,41,896 

Post-joint venture period profit from 1-7-48 to 31-12-50 had 

thejoint venture continued 70,35,278 

- J share thereof •• 35,17,< 


75,59,535 


Althou^ we have mentioned above that the gain to R. Dalmia and/or 
companies in which he had a hundred per cent, or near hundred per cent 
interW amounted to Rs. 2,60,22,781, it does not me^ that the other 
members of the Group did not benefit in any way. Obviously, m a com- 
putation such as this, we have been hampered by the destruction of boofo, 
in particular those of D.C.P.M. This company, as will be seen from the 
relevant chapter, was a clearing house through which advances from sound 
public companies flowed to die companies in which the Group or one or 
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more of its members had a predominant stake, and it was also a repository 
for the ill-gotten gains of the Group. These gains did not necessarily flow 
to R. Dalmia or his companies o^y. By devious means, it has gone to 
others as well thou^ in a disguised form. 

To give to only three instances : 

(a) in the year ended 28th February, 1948, D.C.P.M. sold 500 
shares of Dharangdhara Trading Co. Ltd. purchased at Rs. 4,400 
per share to Shanti Prasad Jain at Rs. 2,000 a share. In other 
words, shares which had cost D.C.P.M. Rs. 22 lacs were sold 
to Shanti Prasad Jain for Rs. 10 lacs. 

(b) In the year ended 28-2-1949, D.C.P.M. sold certain shares to 
Shanti Prasad Jain and to Bharat Collieries Ltd. (a company 
which came under his control), shares of companies said to 
have gone under the control of Shanti Prasad Jain. These 
purchases comprised of shares of Albion and Lothian Jute 
Mills, Bharat Collieries, Rohtas Industries, Dehri Rohtas Light 
Railway and Bharat Bank, and the loss sustained by D.C.P.M. 
in that years on the sales of these shares amounted to 
Rs. 12,27,177. 

(c) In the year ended 28-2-51, 35,890 shares of Dalmia Investment 
Co. Limited were sold to Ashoka Marketing, a company con- 
trolled by Shanti Prasad Jain at a loss of ]^. 2,87,120. 

There are similar transactions also in respect of J. Dalmia. 

As we have stated above, in the absence of books we arc unable to 
evaluate the exact benefit obtained by Shanti Prasad Jain and J. Dalmia. 
But there is no doubt that the gains which flowed to D.C.P.M. were dcstri- 
buted in this manner. 


(b) At cost of Exchequer 

(Apart from the personal gains, the following companies owned by the 
D.J. Group and/or one or more of its members, in particular, R. Dalmia, 
made gains by evading or avoiding taxes. Although the profits have been 
shown to have been made by the companies, such companies were wholly, 
or near wholly owned, and controlled by the D. J. Group and later by 
R. Dalmia. 


S.S.B.&M.D.M. 

Evasion or avoidance of income-tax in consequence of 

(а) extinguishing the reserves and profits to the extent of loss 
sustained on sale of Bennett Coleman shares 

(б) diversion of the capital profit on sale of Haines Road 

property 

(c) payment of compensation for termination of selling 

agency of D.C.P.M. 

{d) payment of compensation for termination of selling and 
managing agency of B.U.A. and V.V. Ltd. 


S. S. B. 

Rs. 

M.DM. 

Rs. 

13,00.834 

9,89,021 

3,45,072 


6,99.268 

5,31,180 

17,56,635 

13,01,535 

41,01,809 

28,21,736 


69,23,545 
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■AUenberry 

(fl) Evasion of tax due to suppression of profits: „ 

0) Rs. 80,83,773 during the joint venture period 

31-12-48 and in 1949 and 

1950 (Firfe Ch. IV, Volume IV— Parti) .... 


S.S.B. 

Rs. 

32,93,261 
- 9,12.942 


M.D.M. 

RS. 


42,06,203 


•ih) Evasion of income-tax in consequence of— 

(0 dh-ersion of profits to D.C.P.M. from Drum & Pipe- * 
lineSectionof Allen berry; and . .. . 

(/{') understatement of sales of steel sheets in Drum and 

Pipeline Section .. 31,29,417 


. . ^ J3,35,620 73,35,620 

[Note. — The tax evasion by Allenberry indicated above 
covers the evasion resulting from the fictitious losses 
in shares transactions of D.C.P.M. charged to its 
, . revenue]. 


-D.D,C. Limited 

Evasion or avoidance of income-tax in consequence of com- 
pensation payment of Rs. 6 lacs on the termination of 
Managing Agency. (Estimated at rates of tax obtaining 
at the time of payment) .. ... .. ... 2,60,625 2,60,625 

Total 1,45,19,790 


The above does not include the benefit obtained by Shriyans Pras^ Jain 
on the compensation of Rs. 7 lacs for the alleged pre-mature termination 
of his employment. ' 



CHAPTER IX 


SUBSCRIPTION OBTAINED FROM THE EWESTING PUBLIC 

The Commission has understood this part of the Noldication to mean- 
the subscription obtained by the persons and/or the Group and/or the- 
companies concerned in the Group from the investing public as opposed to 
companies mentioned in the Notification which v/ere in existence but taken 
over by the Group. Out of the nine companies mentioned in the Notification 
and D.D.C. subsequently added, thfe following are the three companies 
where the subscriptions were obtained from the investing public : — 

(a) D. J. Airways; 

(b) D. J. Aviation; and 

(c) Dalniia Dadri Cement. 


Dalmia Jain Airways Ltd. 

This Company was floated on 9th July, 1946. At the time of the floata- 
tion of this Company, the public subscription amounted to Rs. 3,19,55,650 
consisting of 31,95,565 shares as opposed to the subscription of the D. J. 
Group w'hich consisted of Rs. 30,44,350 comprising 3,04,435 shares. In 
other words, the public subscription amounted to 91.3% and the D. J. 
Group holdings to 8.7%. Even this figure of Rs. 30,44,350, consisting of 
8,7% of the total holdings include Rs. 16 lacs worth of shares subscribed 
for by fictitious and non-existing persons. We have dealt with this in 
Vol. Ill Chapter 7 of D. J. Airways where we have mentioned how this 
was done. 


The investing public lost a sum of Rs. 1,83,11,820 in D. J. Airway.s as-- 
follows : — 

Rs. Rs. 

D. J. Aini’ays 

(a) on acquisition of 4,29,935 shares from tlic public by 
D.C.P.M, at an average rate of Rs. 3/4/- loss of Rs. 7 


per share on 4,29,935 shares 30,09,545 

(h) on acquisition of 12,27,905 shares by BUA from the 
public at an average rate of Rs. 4-0-9.5 per sliarc — loss 
of Rs. 6-3-2.5 on 12,27,905 shares 76.13,350 


(Note. — ^Although BUA acquired 1 5,32,340 we have taken 
only 12,27,905 in evaluating the loss on the ground 
that of the 15,32,340 shares 3,04,435 shares were 
acquired from the D. 3. Group). 

(r) on 15,37,725 shares with the Public at the time the 
Scheme of arrangement under Ex. 5 was entered into 
and which the Shareholders were to receive 
Rs. 5-4-0 per share. The loss was thus Rs. 5 per share 76.8S.625 


1,83.11.820 

(Nott.— .As D.C.P.M, and BUA owned 19,62,275 shares 
as in (o) & (5) above, then it follows that the invest- 
ing public owned 15,37,725). 


4 ! 



42 


:DaImia Jain Aviation Ltd. 

This Company was floated on 11th March, 1948 

Rs. 

75.25.000 

24.75.000 

1,00,00,000 

Tj Insurance Company on the sale of 6,600 Pref. shares lost 

-•AvS* Aj7o^vHALf« 

Dalmia Dadri Cement Ltd. 


that time more than 

. of «=■ fo 

® ove. 


This Company, was floated on 26th May, 1938. 

We do not have the list of subscriptions obtained from the investing 
■public at the time of the incorporation of the Company, but according to 
the Annual Return filed with the Register of Companies as of 3lst 
December, 1947 the following position emerges: — 




Preference 

Ordinary 

Deferred 

D.J. Group 

•Public . . ■ . . • > ■ 

• • » # * • 

2,601 

6,943 

39,330 

80,925 

41,170 

2,08,830 



9,544 

1,20,255 

2,50,000 

Percentage of Public holding 



12-1% 

67-3% 

83-5% 


It may thus be seen that even in 1947, the public was overwhelmingly 
interested in D.D.C. 

From 1951-54 the shareholdings changed considerable and large blocks 
r,f were mirchased by companies which were owned wholly, or 

:aLost whourbr^ Dalmia! such^as. D.C.P.M.. Ada Udyog and BUA. 

As will be seen from the Volume de^g with D-D-Cj, due to vmo^ 
■reasras Zidends were purposefully demed to the shareholders with the 
rpSit thS &e public mfloaded their shares at much less ±an they were 
oSh Toon hereafter die arrears of dividents on preference _ shar^ 
wSfpJd off Tte loss sufiered by the. investing pubKc was approximately 
Rs. 11,76,254 made up as under 


... • tlie Ordv and Defd. shares from the public at rates 

(o) In acquisition of the y shares by Companies such as 

ScS Asia Sog SbUA in Wb 1 DalSia was avhoUy 

, beneficial shareholder . . •• >• 

f .3- nn Pref shares which were denied to the share- 

no1K«SSS.?,%&D.CP;M,Aaia 


Rs. 


10,93,988 


82.266 


11,76,254 
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Losses Suffered by the Investing Public 

The total losses suffered by the investing public, amount to^ 
Rs._ 2,60,50,280 and these include the companies mentioned in the Notifi-' 
cation including the companies mentioned above where subscriptions 
were obtained from the investing public. Except for the two losses under 
paragraphs 3(a) on account of S.S.B. and M.D.M. MiUs, the other losses 
have been evaluated on the basis of what the investing public have lost, 
eJiminating the losses inter-se the companies in the D. J. Group or com- 
panies where R. Dalmia was wholly or near wholly, interested since we 
have treated these losses as being so to speak, out of one pocket into 
another : — 


Losses to the Invest ing Public : 

1. D.J. Ainvays 


Rs. Rs. 

(a) on acquisition of 4,29,935 shares from the Public by 


D.C.P.M. at an average rate of Rs. 3-4-0 — ^loss of Rs. 7 

per share on 4,29,935 shares 30,09,545 

) on acquisition of 12,27,905 shares by BUA from the 
Public at an average rate of Rs. 4-0-9 -5. per share — loss 
■ of Rs. 6-3-2 "5 on 12,27,905 shares .. .. .. 76,13,350 


[Note. — A lthough BUA acquired 1 5,32,340 we have taken 
only 12,27,905 in evaluating the loss on the ground 
that of the 15,32,340 shares, 3,04,534 shares were 
acquired from the D.J. Group.] 

(e) on 15,37,725 shares with the Public at the time the 
Scheme of arrangement under Ex. 5 was entered into, 
and on which the Shareholders were to receive Rs. 5-4-0 

per share; TTie loss was thus Rs. 5 per share .. 76,88,625 1,83,11,820, 


[Note.— A s D.C.P.M. & BUA owned 19,62,275 shares as 
in (o) & (b) above, then it follows that the investing 
public owned 15,37,725]. 


2. D.J. Aviation 

On 6,600 Pref, Shares subscribed for by the Bharat Insurance 
Co. Ltd. in which the interest of the policy holders (the 
. public) was paramount 

3. S. S. B. Mills Ltd. & M. D. M. Co. Ltd. 

S. S. J 
Rs. 


1,98,000 . 

M.D.M. 

Rs. 


(а) Loss of interest after deducting dividends on investment 

in Bennett Q)leman Shares 

(б) Loss on sale of Bennett Coleman Shares 

(r) Loss of profits on sale of Haines Road Property 

(d) Payment of Selling Agency Compensation ■ 

(e) Payment of Managing Agency Compensation . . 


5,56,475 3,91,050 , 

1,76,673 1,28,518 

46,816 - 

51,507 64,614 

1,29,400 1,69,884 

9,60,871 7,54,066 

17,14,037- 


[Note. — I tcm(fl) is the total loss to the Company. Whereas 
the rest of the items represent losses to the investing 
public according to the percentage held by them 
at the times the losses were incurred]. 
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4. Dalinia Dadri Cement 

(n) In acquisit ion of the ordinary & deferred shares from the 
' ."public at rates well below the intrinsic value of the 
. shares by Coys, such as D.C.P.M., Asia Udyde & BUA 
in \\liich R. Dalmia was wholly beneficial shareholder [10,93,988 

• Arrears of dividends on Preference shares which were 

denied to .the shareholders but subsequently paid to ' 

D.C.P.M., Asia Udyog & BUA .. .. .. 82,266 11,76,254 

sbareholdcfs sold their shares well below the ' 

intrinsic value because of the purposeful poli^ of 
not declaring dividends which unduly depressed. the 
value of the shares], ,• , 


(a) Gain on sale of S.S.B & shares to Bharat . 

Insurance at Inflated rates due to which the Bharat Insu- 
rance made a loss. ... 

(0/On 1 5,900 shares of SSB at Rs.. 10 per share 
(i7) on 5,200 shares of MDM at Rs. 10 per share . . 
(ft) Profit on sale of Nahur Land to Bharat Insurance 


2,14,01,001 
Rs. Rs. 


■1,59,000 
52,000 . . 

21,19,587 23,30,587 


1 , 6 . Lahore Electric 

Lossup to 31-3-1955 on 

(/) Sale of SSB & MDM shares 
(//) Loss of interest 


32,33,750 

81,95,608 


1,14,29,358 


Proportionate loss to thepublic . according to its holdings on 

.SSrS’lloAnnexurcA ortteG™pSt« of. . . . a 18.«2 

..Matters). ' ...... 2,60,50,280 



CHAPTER X 
RESPONSIBILITY 


We have apportioned the responsibility individually in each of the 
transaction that we have impugned when dealing with them. Here, wc wii! 
only make a brief survey of responsibility in general terms. 

It must be understood that our remarks are confined to the nine 
scheduled companies and to D.D.C. 

It must also be realised that we are only giving a brief survey here in 
order to give a bird’s eye view of the complete picture. Accordingly, wc 
are only touching on the salient features and are not compiling an 'index 
of all that is to be found in the succeeding volumes of our report. 

R. Dalmia 

The evidence shows that he was the master mind behind all the various 
malpractices into which we have inquired. It shows that he was in control 
of all the companies under investigation and that nothing of importance 
could have been done without his teowledge and approval, and in many 
cases, without his orders. He probably did not know of every detail and 
was probably content in many cases to plan and direct the general strategy 
leaving its implementation to subordinates who were placed in the open in 
order to screen hint. They were expected to take the blame should things 
go wrong. 

We are satisfied that no major matter, even of implementation, could 
have been carried out without his knowledge and approval. We, therefore, 
hold him responsible for every malpractice that we have dealt with, especially 
as he has not denied them in any varified written statement before us. Even 
counsel for Shanti Prasad Jain and J. Dalmia threw the whole blame on 
him towards the end of the arguments when the cogency of fact piled upon 
fact left little room for serious denial. 

Shanti Prasad Jain 

His responsibility is of a three-fold nature; H) ss a member of the 
group; (2) as h director; and (3) as an individual who took a personal 
part in some of the transactions that we have examined. 

So far as the first is concerned, we have explained that responsibility 
of that kind is too theoretical to be of practical value for our purposes. 

His responsibilities as a director are more series oecausc he rvas not 
a dummy and because, in some cases, he was the key man, second omy Jo 
R. Dalmia. He tried to evade responsibility as a ^ director whenever 
anything crooked or questionable came to light by pying mat be was there 
only in name at that time and that he took no ‘interest in the concerns 
because of the dissolution of the group and so forth. He also 
throw the blame, on the other directors by saying that they were me ones 
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who maaa^d fte affairs ol the 'companies and made the necessarv- 

'>^U«ed him and. when dealing rSfli ttfS- 
actions mdmdu^Iy, we have held him responsible whenever he was a 

oMh^n^ have_ assumed that he was there as a member^ 

of the D. J. Group to assist R. Dalmia. 


In the third capacity we have evidence to show that he took a leadine 
part m some of the transactions that we have questioned and that he was 
acuvely associated with others even when he did not take as direct a pM 
In any event, his responsibility at those times cannot be evaded or shirW.’" 

Dealing with the third category first. We find that Shanti Prasad Jain 
was actively associated with the following matters that we have considered 
fraudulent. Each has been examined in detail in other parts of this report.- 

1. With the floatation and formation of D.J. Airways for the- 
purpose of helping out Ac D.J. Group’s concern, Allenberry, 
and of entering into a joint venture agreement l^tween D.J.. 
Airways and Allenberry as part of the same plan. 

2. With the termination of the joint venture. We have held that 
Shanti Prasad Jain knew of the termination and that he was - 
actively associated with it. 

3. With the manipulation of the joint venture accounts to the 
detriment of D.J. Airways. 


4. With his pmchase of the following shares at manipulated low 
rates, which enabled D.C.P.M. to create fictitious losses and 
reduce taxable profits : 

Rs. • 

.. .. 12 , 00 , 000 .' 
....... 2 , 96,925 

2 , 14,485 

” .. 57.482 


(c) Dharangdhara Trading Co •• 

(i) Lothian Jute .. •• •• •• ' •• 

(c) Albion Jute . .. •• .r .. .. t- 

(iO Bharat Collieries 

He was also associated with the following, among o^r, matters that: 
coJtet were in disregard of honest commercial practice. 

1 Thp transfer of the R3A Plant to Allenberry at cost md Je 
of the accounts in order to ante-date the 

transaction. . , 

„ TT ■a.a a meetine of the Board of Directors of Allen- 
?3 il94'rEr252 and 252-A which purported to- 

10-12-'1947 and they were ante-dated. 

3. With D.C.P.M.^ ^^e^?ar^eSi^^2l5?1948^e was a 

adequate s^^^^ty m Deputy Managing Director 

the^end of that.year were 

Rs. 1,06,73,663. . . u f 'h 

Mr. Shah adnntted in arg^enJ^tor^«2Se£^"vSSf^ /orMrf: 

t it did not matter because, after au, auc y ^ 
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private partnerslup. We do not agree. In the first place, Allenberry was 
handling the business and the accounts of a public limited company, Daimia 
Jain Airways. Even if there was no dishonesty it would be impossible to 
condone manipulations of accounts. In the second place, the law requires 
the observance of certain formalities even in the case of private companies. 
The fonnalities are prescribed for good reasons and it would be dishonest 
commercial practice to evade the laws and by-pass their requirements in 
this way. 

J. Daimia 

J. Daimia does not seem to have had any direct concern with the 
management and control of any of the scheduled companies or D.D.C. The 
evidence shows that there was a technician and his counsel said that that 
was his only real connection with the D. J. Group enterprises. He acted as 
a director of a number of the scheduled companies and signed certain 
balance sheets and some other documents, but, according to his counsel 
he was a mere dummy — “the biggest dummy of them all”, his counsel said. 
As he did not enter the witness box we are not able to assess this descrip- 
tion. But it is true that no witness has spoken of his direct connection 
with any act of management. 

We do, however, find him. directly associated with the following matter 
that we have considered fraudulent, namely, the purchase by him from 
DCPM at manipulated low rates, of shares in Daimia Cement & Company. 
This enabled DCPM to create a fictitious loss of Rs. 2,12,988 and thereby 
reduce taxable profits. 

Shriyans Prasad Jain 

We have held that he was directly concerned with the following fraud : — 

(1) Receipt by him of Rs. 7 lacs as supposed compensation from 
DCPM; 

(2) With certain frauds relating to the unauthorised use of Govern- 
ment securities by DCPM. He was the “in charge” of the 
Bombay Office of DCPM and these frauds could not have 
escaped his notice. As a matter of fact there is evidence to 
show that Shriyans Prasad Jain knew about the purchase 
of securities for Bharat Insurance Co. Ltd., and also the reten- 
tion of the sale proceeds of the securities of the Bharat Bank 
Ltd. 

Shifal Prasad Jain 

He was mentioned in the preamble to the Notification but was not 
incorporated in the operative part. In any case, he had no hand m the 
control of any of the scheduled compames or of D.D.C. He was, however, 
directly concerned with the accounts, and we find him actively assc^alcd 
with carrying out most of the manipulations that we have considered 
fraudulent and improper and without which many of the frauds ''^th which 
we have dealt could not have been affected. He was sen'cd with Statements 
of Matters in respect of 10 compames. He did not choose to file any reply 
and repudiate the allegations against him. 
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Others ^ 

We do not intend to set out any of the others who were concerned in 
more minor ways with the malpractices that we have examined because they 
are not mentioned in the Notification and because the part they played was- 
a minor one. We have dealt with them when dealing with each separate 
transaction. 


CHAPTER XI 


nNALE 

We now conclude what has been a back breaJang task for all concerned 
and in particular for our office staff who have had to bear the heat and 
toil of the day. We wish to express our appreciation of the admirable spirit 
in which they have carried out their several tasks. Some of them have 
worked on in spite of ill health in their anxiety not to inconvenience the 
•Commission or to impede its work. 

We single out in particular our Secretary, P. L. Mukerjea, for his 
meritorious and conscientious work. 

We also desire to mention D. C. Taneja and Madan Lai and J. R. 
Tandon, the Officers on Special Duty, and the other Investigating Officers 
and the Office Superintendent. 

We also place on record our appreciation of the assistance that we 
received from our former Secretary, R. M. Bhandari at the earlier stages 
of our work. 

We also desire to pay tribute to our Stenographers and in particular 
-S. Chatterjea, who have worked incessantly in very trying conditions. All 
concerned have had to put up with considerable discomfort in working 
conditions and have given up innumerable holidays and, especially during 
the public hearings and latterly while working in connection witlj our com- 
pletion of the report, they worked very long hours in the heat of a Delhi 
■summer. The fact that we have been able to produce a report of over 1,1*10 
pages within two months of the completion of the arguments almost to a 
•day tells its own tale of the devoted work that the staff have put in. The 
least that we can do is to express to them our appreciation and gratitude 
for their devoted labours and assistance and to extend to them our thanks. 

In addition we desire to tliank counsel who have also had to put in 
many hours of hard and exacting work. 

(VIVIAN BOSE) 

New Delhi 
15-6-62 


(V. R. SEN) (N. R. MODY) (S. C. CHAUDHURl) 
New Delhi Bombay New Delhi 

15-6-62 16-6-62 15-6-62 
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Registered No, D, 221 


THE GAZETTE OF INDIA 
EXTRAORDINARY 
Part n— Section 3 
PUBLISHED BY AUTHORITY 


No, 338 NEW DELHI, TUESDAY, DECEMBER 11, 1956 


MINISTRY OF FINANCE 


(Department of Economic Affairs) 


ORDER 

Weiv Delhi, the ll/ft December, 1956 

S.R.O. 2993 — ^Whereas it has been made to appear to the Central 
Government that 

(1) a large number of companies and some firms were promoted, 
and/or controlled by Sarvashri Ramkrishna Dalmia, Jaidayal 
Dalmia, Shanti Prasad Jain, Sriyans Prasad Jain, Shital Prasad 
Jain or some one or more of them and by others being either 
relatives or employees of the said person or persons, closely 
connected with the said persons ; 

(2) large amounts were subscribed by the investing public in the 
shares of some of these companies ; 

(3) there have been gross irregularities (which may in several 
respects and materials amount to illegalities) in the manage- 
ment of such companies including manipulation of the accounts 
and unjustified transfers and use of funds and assets ; 

(4) the moneys subscribed by the investing public were in a con- 
siderable measure used not in the interests of the companies 
concerned but contrary to their interest and for the ultimate 
personal benefit of those in control and/or management ; and 

(5) the investing public have as a result suffered considerable losses. 

And whereas the Central Government is of the opinion that there should 
be a full inquiry, into Uiese matters which arc of definite public importance 
both by reason of the grave consequences which appear to have ensued to 
the investing public and also to determine such measures as may be deemed 
necessary in order to prevent a recurrence thereof. 
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■> Commission of Inquiry consist o;u,??*ug^~ 
^'’" '^“''°”'=':' 3“‘igo of the High Court at Bombay- 


Sliri N. R. Mod}'' of Messrs. 
Accountant — Member, 


A. F. Ferguson Co., Chartered 


Shri S. C. Chaudfauri, Commissioner of Income-tax — Member. ' 
The Commission shall inquire into and report on and in respect of : 

(1) "i^e administration of the affairs of the companies specified in 
the schedule hereto ; . . 


(2) the administration of the affairs of such other companies and 
firms as tlie Commission may during the course of its inquiry find 
to be companies or firms connected with the companies referred 
to in the schedule and whose affairs ought to be investigated 
and inquired into in connection with or arising out of the 
inquiry into the affairs of the companies specified in the 
schedule hereto ; 


(3) the nature and extent of -the 'control, direct and indirect 
exercised over such companies and firms or any of them by the 
aforesaid Sarvashri Ramkrishna Dalmia, .Jmdayal Dalmia, 
Shanti Prasad Jain, Sriyans Prasad Jain, their relatives, em- 
ployees and persons connected, with .them;; 

(4) the total amount of the subscription obtained from the investing - 
public and the„ amount subscribed by the aforesaid persons and 
the extent to which the funds and assets thus obtained or 
acquired were misused, misapplied or misappropriated ; 

(5) the extent and nature of the investments by and/or loans to 
and/or the use of the funds or assets by and transfer of funds 
between the companies aforesaid ; 


(6) the consequences or results of such investments, loans transfers 
and/or use of funds and assets ; 

(7) the reasons or motives of such investoente, loans transfers and 
use and whether there was any justification for the same and 
whether the same- were made bone fide in the interests of the 
companies concerned ; 

(8) the extent of the losses suffered by the investing public, how 
^ far the losses were avoidable and what steps were taken by 

those in control and/or management to avoid the losses ; 

(9) the nature and extent of the” personal gains made by My 
person or persons or any group or groups of persons whetner 
Lrein named or not by reason of or through bs or their connec- 
tion wth or control over any such company or compames , 

CIO) any irregularities, frauds or breaches of trust or actiM m dis- 
regard of honest commercial practices 
law (except contraventions .in respect of which enmm P 
ceedings are pending in a Court of Law) m respect 
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companies and firms whose affairs are investigated by the Com- 
mission which may come to the knowledge of the Commission 
(and the action which in the opinion of the Commission should 
be taken to act as a preventive in future cases). 

(11) the measures which in the opinion of the Commission arc 
necessary in order to ensure in the future the due and proper 
administration of the funds and assets of companies and firms 
in the interests of the investing public. 

SCHEDULE 

] . Dalmia Jain Airways Ltd. 

2. Dalmia Jain Aviation Ltd. (now known as Asia Udyog Ltd.). 

3. Lahore Electric Supply Company Ltd. (now known as South Asia 
Industries Ltd.). 

4. Sir Shapurji Broacha Mills Ltd. 

5. Madhowji Dharamsi Manufacturing Company Ltd. 

6. AUenberry & Co. Ltd. 

7. Bharat Union Agencies Ltd. 

8. Dalmia Cement and Paper Marketing Company Ltd. (now knouu 
as Delhi Glass Works Ltd.). 

9. Vastra Vyavasaya Ltd. 


Ordered that the Order be published in the Gazette of India for public 
information. 


[No. F. 107 (18) -INS/563 

H. M. PATEL, 
Secretary. 
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CHAPTER 1 


INTRODUCTORY 

Among the matters into which we are directed to inquire under clause 
2(3) of the Notification of 11-12-56, are the followmg, 

"the nature and extent of the control, direct and indirect exercised over 
such companies and firms or any of them by the aforesaid Sarva- 
shri Ramakrishna Dalmia, Jaidayal Dalmia, Shanti Prasad Jain, 
Shriyans Prasad Jain, their relatives, employees and persons con- 
nected with them.” 

It is, therefore, necessary to see whether each one of them is associated 
with the control of the companies under investigation and if so, how, that 
is, whether as individuals or as members of an association or group, and 
whether directly or indirectly. 

R. Dalmia, Shanti Prasad Jain and J. Dalmia said in their writ petitions 
to the High Court at Bombay that the first three exercised control over a 
large number of companies. In their application dated 1-3-60 J. Dalmia 
and Shanti Prasad Jain described themselves as the Dalmia Jain Group. 
We have adopted that nomenclature. But their case is that they c.xistcd as 
a group only up to May 1948 and that thereafter they dissolved themselves 
.and ceased to exist or function as a group. 

The question about the existence of the group and whctlicr it existed 
as a group after 31-5-48, and how it exercised control over the companies 
with which wc are concerned is, therefore, of importance. It will conse- 
quently be necessary for us to examine the question of partition or dissolu- 
tion at length; partly because most of the questions tliat have to be answered 
under clause 2(3) of the Notification turn upon that, and partly because 
Shanti Prasad Jain and J. Dalmia have laid so much stress on it and claim 
that it is of vital importance so far as tlicy arc concerned. A very large 
part of their effort in this Inquiry has been concentrated on tlic question of 
partition. 

We have used the term “partition” in places and in oUicr places "dissolu- 
tion”. The phrase that was used by Shanti Prasad Jain and J. Dalmia in 
their application of 1-3-60, and also in otiicr places, was "separation of 
business interests and dissolution of the group". But in the evidence, the 
witnesses, including Shanti Prasad Jain, spoke of a “partition". Tliis was 
also the term used in the arguments; so xve have used botli terms. But both 
are used in the same sense. 

It is admitted by Shanti Prasad Jain and J. Dalmia that there was a 
Dalmia Jain group at one time; and this fact is not denied by anyone else. 

According to Shanti Prasad Jain and J. Dalmia, the group had as its 
assets a piece of immovable property knowm as the Lauriya farm, and 
shares in a number of companies known as Dalmia Jain companies. Tlicy 
said that there was no joint oumership of these shares: each posecssed his 
set of shares in his own rights; but they collectively used the powers that 
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tiiis possession gave them. In this way they obtained joint control of the 
several companies which, to use Shanti Prasad Jain’s words in another 
context, came under their “sphere of influence”. This influence and ccmtrol 
were naturally for the purpose of ultimate monetary gam to each member 
of the group. ' ' 

Shanti Prasad Jain , said in evidence that, there was no legally binding 
ties between them and that no member could have compelled another to act 
in any given way except by moral persuasion. , They were only bound by 
intangible ties of common interest. . It was to their .financial advantage to 
act as a group and pool their resources and power; and it was good business. 

llie case of Shanti Prasad Jain and J. Dalmia is that this group dissolved 
itself as from 31-5-48 and the assets of the group were divided on that day. 
The Lauriya farm was assigned to Shanti Prasad. Jain and . he paid 
each of the others his share of its value. The companies were also divided 
between them and there was an interchange of shares; each transferred to 
the others the shares held by him in companies that were not allotted to him 
and received from the others the shares in the companies that were allotted 
to him. According to them, all the scheduled . companies and D.D.C. were 
allotted to R. Dalmia. 

After , that jio member of the group took any interest or part in 
management or control of any company that had not been allotted to him. 

Shanti Prasad Jain said that this was just an arrangement between them. 
He explained however that implementation of the agreement of partition 
took time because, of the mechanism of transfer. For that reason their 
association with some of the companies that had not been allotted to them 
continued in name after the partition but not in fact. But this continuance 
of association was' only for the purpose of giving effect to the^ mwhanisnt 
of transfer. According to his counsel this had no legally binding force. 


CHAPTER 11 


COMPOSITION AND FUNCTIONING OF THE GROUP 

We will now see how the group is said to have functioned, 

Shanti Prasad Jain’s description of the group indicates that tlie associa- 
tion between its members was of a very nebulous kind. It could mean all 
things or nothing just as it suited them. Nevertheless it is obvious that such 
a large organisation of companies and property could not have been 
managed without some systematic arrangement or understanding. Tlte 
Lauriya farm alone was bought for Rs. 3 lacs, and the total value of the 
-concerns disclosed in Ex. S. 75, the list that is said to have been drawn up 
at the partition, would run into several crores; nor was this a complete 
list. Shanti Prasad Jain admitted that there were other concerns tliat 
belonged to the group which were also divided but which arc hot mentioned 
in this list. He said that they were only minor companies so they did not 
bother to enumerate them. But he admitted that there was what he called 
an understanding between the members about their respective functions. 
At one place he called this a “decorum” between them. His explanations 
about this were not always consistent, but at one stage of his deposition he 
explained the understanding in this way. It was pointed out to him that 
the Dalmia Jain Group had a lot of companies under their control and that 
those companies invested their funds. He was asked who made the deci- 
sions about these investments. His reply was, 

“By and large, when it was a matter of major investments, then it 
was the decision of R. Dalmia.” 

He explained that technically the directors made the immediate decision but 
they did as R. Dalmia decided. 

He was then asked which of the three members of the group made the 
decisions regarding any particular company, that is, were the companies 
divided among them and allotted to one or other member of the group for 
the purpose of making these decisions. His answer was, 

“It will depend upon the nature of the investment. Once the ques- 
tion of placing order of the nature of 4 cement plants which 
may involve a large commitment it will be definitely consulted 
by all of us. If it is a matter of placing a commitment of some 
repairs, alterations etc., which may be of the order of I, 2, or 3 
million rupees, and that means normally the nature tliat the 
company is carrying on, that decision will be taken by the person 
who is conducting the affairs of the said company. .If it is a 
matter that you have termed the inter-company investments, 
then it will be a matter for decision by R. Dalmia.” 

In another place he said that the only thing that happened before the 
partition was that 

“We had a certain understanding. After that date two of us 
especially carried on our operations in a manner which wc 
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liked best. That was the only difference that has taken plao 

Otherivise in law nothing has happened 
directors and everythinj 


SuSllftSslo™ “ “““‘^"'“'"“*‘8” “‘i “O to 

In another place he said, 

“Ther^ was a sort of decorum among the three of us. Pitaji 
j’ iii® seniormost, then Chachaji (J, Dalraia) 

and then myself. This decorum was recognised and was appli- 
cable m the following manner. If in any company there were 
two of us on the board, the senior among us will be the chair- 
rnan of that board. The views of the senior in case of slightest 
variation on any specific subject will generally prevail unless 
the senior member alters his views to the views held by his 
junior.” ' 

Another description of the functioning of the group was this, 

“By 1945-46 there were a large number of industrial units, in the 
organisation. These industrial units required constant atten- 
^on for proper and eflScient functioning. It would not be 
, possible that each of us should look to the same business nor was 
it desirable. The members of the Dalmia Jain group were 
giving attention individually to different units and generally die 
affairs of one individual enterprise were looked Ster by one 
member of the group and the other member only came to know 
of the activities when he was consulted.” 

In another passage he said, 

“We were all owners of our oira. There is no question of giving 
in, giving out. In that family atmosphere that we were work- 
ing we always thought as we may own ours. We held R. Dalmia 
in that understanding as God.” 

Now R, Dalmia was not a shareholder in all the companies, because, if 
Shanti Prasad Jain is to be believed, the group as such had no shareholdings: 
each member held the shares in a given company individually in his own 
ri^t. But despite that the ultimate source of control and power was 
R. Dalmia and he exercised his control through one or other members 
of the group in cases where he had no shares in the concern. 

R. Dalmia was not a director in all the companies in which he held no 
shares, nor was he connected vdth the managing agency in all cases. Ihere- 
fore, in cases where he did not appear on paper he acted as a sort of hidden 
hand, well screened behind a network of persons who were the instruments 
through whom his will and authority were enforced on the companies. 

This was a convenient method to evade responsibility when things went 
WTong or shady transactions ^xe^e afoot. We will deal \vith this later. But 
it is necessary to bear this in mind in order to test the story of dissoludon. 

As we have said, the group as such is said not to have possessed any 
property or assets in the legal sense except the Lauriya farm. All that they 
had as a group was an intangible power that Shanti Prasad Jain called a 
“sphere of influence” or “power of control”. This was exercised througii 
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Ihe instramentality of the shares that each held separately and individually 
in different companies but which they pooled when it came to a matter of 
voting. At the dissolution, the division of this “sphere of influence” was 
also effected through the instrumentality of shares, namely, by an inter- 
change of shareholdings. 

K this is true then all that the group can be said to have possessed 
(apart from the Lauriya farm) was something intangible. The legal title to 
whatever of its “assets” was tangble did not lie in the group but vested 
separately in its individual members as their separate and individual pro- 
perties. The Lauriya farm was the only exception. ^ 

But here again there was a distinction. The case of Shanti Prasad Jain 
is that all their individual properties were not at the disposal of the group. 
In addition to the group “assets”, namely, the Lauriya farm and the shares 
of companies that were placed under its “sphere of influence”, each 
individual member also had large properties and assets of his own which 
had no connection with the group “assets”. So, though the legal title to 
each iteni of property resided in one or other members individually there 
was a notional division among themselves of what belonged to the group 
and what might be called their separate properties with which the group had 
no concern. 

We will now examine how the items of property, namely shares, that 
were regarded as group “assets” were purchased. When we asked Shanti 
Prasad Jain who supplied, the funds he replied that each member bought 
the shares out of his own separate and individual moneys. When we sought 
to probe into the truth of this and asked him to disclose the source of Uic 
funds he took refuge under what we might call a plea of privilege. He said 
that an inquiry into his personal affairs unrelated to the scheduled com- 
panies was outside the scope of our inquiry and so refused to answer. It is 
true up to a point that we are not entitled to investigate into his personal 
affmrs except in so far as they relate to the schedule companies, but the 
issue of dissolution was raised by J. Dalmia and him and the burden was 
on them to prove it. 

Mr. Misra argued that it was for the Commission to assert the exact 
nature of the association it has in mind when it speaks of a group in its 
statements of matters and then to prove it. He argued that simply because 
his client admitted that the three members of tlie group acted as a group in 
the manner described by him up to 31-5-48 there was no presumption that 
it continued to act collectively at any point of time after that; also, as the 
Commission has not specified the nature of the group in its statements of 
matters it cannot assign to it any particular character other than that which 
his client has admitted, and that only up to 31-5-48. 

We do not agree. Even if no issue of dissolution had been raised, it 
would still be for the Commission to establish, cither by direct evidence or 
as a reasonable inference from facts that are proved or are beyond reason- 
able doubt, the extent of the responsibility of each member for each of the 
allegations that have been made in the various statements of matters. 

But once it is proved that the group at one time exercised “control” 
over the scheduled companies for the ultimate purpose of individual benefit 
and again to the members of the group, and once it is seen that the controlling 
interest in the scheduled companies resided in one or more members of 
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group, and once there is evidence to indicate connection of any particular 
'memher in a given company or transaction, up to a particular date, then, 
in' the absence of proof of dissolution it becomes reasonable to infer that 
the connection was as a member of the group for group purposes, namely, 
ultimate individual benefit and a gain for its members. 

This is particularly so in view of the conduct of the various members 
and companies — conduct that leads to the drawing of certain inferences 
against thetn; We will deal with this in detail when dealing with the various 
companies. At the moment the point we are making is that the burden 
of proving dissolution is on those who allege it. 

Now if the burden of proving dissolution is on Shanti Prasad Jain and 
he chooses to ^ assert that certain named companies are within the “sphere 
of influence” of the group and that the shares in them, even though they 
vested in members of the group separately, were regarded as group “assets” 
and that at a later stage &ese “assets” were divided and “assigned” to the 
individual members of the group, it at once becomes relevant to probe into- 
the financial aspects of these various matters. , 

Shanti Prasad Jain’s case is' that despite the absence of legal title in the 
group as a group and despite all the looseness of their association it at 
base- a business arrangement, however much “family love and affection” 
•inight have been a contributing factor. The purpose of the association was- 
individual benefit and gain. But the truth of such a story cannot be tested 
without close inquiry into the financial, aspect of this association; arid if 
-Shanti Prasad Jain chooses to withhold knowledge and material in his 
possession relating to the matter of dissolution it becomes legitimate to 
draw, inferences against him. He was warned about this in the course of 
his 'cross-examination. 



CHAPTER III 


EFFECTIVE DATE OF DISSOLUTION 


Wc will now look into what we will call the effective date of the dissolu- 
lion. We were told that though the 31st of May 1948 was the effective 
•date nothing actually happened on that day. It was merely the date from 
whiclr it was agreed in April that the dissolution should take effect. The 
•actual decision to separate was reached in April. 

An agreement of this kind, where the decision to separate is reached 
■on one date and the date from which it is to take effect is another can be 
•brought about in at least two different ways. 

A. The operative decision to separate can be reached on, say the Isi 
of February, while the date from which it is to take effect can 
be postponed to, say, the 1st of June; or 

B. The operative decision to separate can be reached on, say, the 1st 
of December and it can be agreed that the decision will have 
retrospective- effect and that the separation will be deemed to have 
taken effect on some earlier date, say June 1st. 

The distinction is of importance because in case A tlie parties to the 
•agreement will have continued joint till the effective date of separation 
(June 1st) despite the fact that the agreement to separate was reached at an 
earlier date (1st February). In case B the parties will in fact have 
•continued joint down to the date of the agreement to separate (1st 
December) though for purposes of their own accounting the effective date 
has been artificially pushed back to an earlier date (1st June). Also, in 
this case, though they can adjust their own affairs and finances inter sc as 
;they please they cannot wipe out the past for all purposes, especially when 
it relates to outside affairs and third parties. 

There is nothing wrong in cither of these kinds of agreement unless of 
course an element of fraud creeps in. But the consequences that flow 
from them arc different. It will therefore be ncccssar}' for us to determine 
which of these two methods was employed in the present case. 

The case on which Shanli Prasad Jain and J. Dalmia base is illustration 
A above. They say that the decision to separate was reached about the 
middle of April 1948, somewhere between the 13th and the 20Uj, In his 
written statements (which arc the same as that of J. Dalmia) Shanti Prasad 
Jain said that there was a complete separation as from 31-5-48 and he 
referred us to his application of 1-3-60 for particulars. In those particulars 
he first set out the differences between the members of the group that led 
to the dissolution and then said in para 4(c) of his application, 

“Matters came to a head towards tltc middle of April 1948. . . .It 
was then decided to effect a complete separation of business 
interests among Shri R. Dalmia, Shri J. Dalmia and the 
applicant. 
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